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The Commission appointed to inquire into the 
present position of co-operatives in the matter 
of income and excess profits tax, organization 
and business methods and. operations, and the 
comparative position of persons engaged in 
business directly competitive therewith, met 

in Toronto, -Onterio, on Monday, february “ie, 
1945, with sittings continuing on February 14, 
and if, 


PRESENTS 
The Hon. Mr. Justice ERROL M. McDOUG.ALL, Chairman 
Be. N. ARNASON 
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Colonel G. W. Ross Executive 
Secretary 
>PRARANCES + 
W.) By Francis ) Group of Co-operative 
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Ge Ds Thorvaldson, «.C. Income Tex Payers Association 


iis Ge - HOWerOs, ita 0% Private Grain Taberesvs 

Cris Marine an ti. Joint Stock Insurers -~- fire, 

jie Leslie Ham automobile & casualt business 
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Evan Gray, K. C. Factory Mutual Insurance Cots. 

Celtis He (Carson, Ks Ga Canadian Retail Federation 

hwy Wer ohapley Independent Distributors of 
Milk @ other dairy products in 
Ontario . 

Vincent Price Canadian Seed Trade association 

W. He McCrea Toronto LnNeuneanee Conferencos 
of Ontario Insurance agents 
ASSOGLation 

He. We Macdonnell Canadian Manufacturers AssoCe 

te We Bickle Toronto Board of Trade 

Js Ae Kingsmill Investment Dealers ..ssociation 
of Canada 

Ge We Mason american Reciprocal Insurance 
Association 
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Bd a ies pee Toronto, Ontario, 
February 12, 19405. 


The Commission met at 10.30 a, mi; Mr. Justice 


McDougall presiding. 


TH CHATRMZAN$ Well, Mr. Parker; what have we this 
norning? 

MR. P.RKER: We have eleghteen or twenty briefs, Mr. 
Chairman, dealing with various matters. I have tentatively 
made a list of them by way of suggestion as to the order in 
which they might be taken, and it is suggested that this 
order be followed, subject of course toe the convenience of 
toe partes Concerned. Lb wsinop wnehn ans cables 


THE CHALRMAN; Do you proposes to read it? 


Mk. PARKERS  Yos; and counsel generally will) know 
then what we have in mind, and if any changes are found to 
be necessary, we can make them. I will, provide counsel 
Vo a eORy Or “ie: List. 

THE CSLTRMAN: Shouldn't we adopt the procedures of 
asking for appearances? wey 

Bes PURVES iy Sit nics oy oer 

Ma H. We. SHSPLEY: Mie. Chainrtian, Tappear: form certain 
independent distributors of milk and other dairy products 
in Ontario. I ask the courtesy of being put on the List 
fOr Wednesday 1f that could be arranged, 

THE CHATRMAN: If we can, we certainly will accommodate 
you in that regard... You might consult Mr. Parker’ about it. 

MR. CeF.H. CARSON: I appear for the Canadian Retall 


f it sults the conveniences of the Comission 


He 


Federaplon, and 
I would like to be heard today, and as: carly today as 
possible. 

THE CHATRMaN: dArrange that with Mr. Parker. 


MR. CARSON: Thank you, Mr. Chairman. 


f =r Te eet 7 

& 7 é e a - 

“ aoe ea 
Tieaik 


: ) a “+ BY ; i 

7 shes <7 a 7 
es So gee De i? 
Wie UE Oertt leeg Rane egies 
i é Ta i ‘ a bs Pid uy 


os i 


8 Oe & 


MR. VINCENT PRICE! I am appearing for the Canadian 
~9ed Trade Association, I an ready to go on today or on 
Wednesday, but the President of the 4Ssociation, who wants 
to be here, will not be free tomorrow. 

TH CHATRMAN: Will you get in touch with Mr.Parker 
some tite during the hearings and try to arrange that? 

Mi. PRICH: Yes. 

Ws Ey, MeQrears 7 al) eppearine for tne Toronto 
Insurance Conference of the Ontario Insurance agents 
4S8S0Clation. I am engaged in ccurt bodey, and 15. would 
suit my time if I could be here tokiorrow or the following 
cay, depending on the Cormission's wishes in the matter. 

THE CHATIMAN: Perhaps you would 2oG 1n boven with 
Mr. Parker end arrange that so far ag possible. 

Moe We BB, PRANCTS! - Ge, Chairman, at the Toronto 
hearings Mr. Leonard W. Mitehell Of the Ontario Bar witivbe 
acting with me es associate counsel. We represent a group 
of Ontario cooperatives. We are ready to go on at any 
time that suits the convenience of the Commission. I might 
mention, however, that we have witnesses Rene £2 om rue k 
Ontario and would like ta release them as soon as possible. 

THE CHAIRMAN: Are there any other appearances? 

MR. H. W. MACDONNELL: T represent, Mr. Chairman, the 
Canadian Manufacturers Association. We would like if 
2ossible to be allowed to have our say on Wednesday. Is 
that possible, sir? 

THE CHATRMAN: They seem to be piling up for Wednesday. 
Perhaps you will consult with Mr. Perker abt ‘the first 
Opportunity. 

MR. E. W. BICKLE: Mr, hairman, I represent the 
Toronto Board of Trade. We have our brief here and are 


prepared to submit it as soon ag convenient. 
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Mie ee 2s KINGSMILL: Representing the Investment 
Dealers' Association of Canada. Mr. A. G. A. Spence 
will bemesenting our brief. He is not Bee Va kak just 
now but he will be here later. 

THE CHATRMAN: Then if there are no further appear- 
ances, Mr. Parker, will you read the list? 

MR. PARKER: This is the order in which I had them 
down: 

ac LOronyo: board. of Trade 


as Canadian Manufacturers Association 


Oe United Farmers Co-operative, General Brief 
4, Insurance Agents Association 
De Ontario Retail Lumber Dealers Association 


No one has appeared today on behalf of the Lumber Dealers 
Association. 

Os Canadian Seed Trade Association 

fa Canadian Retail Federation 


an Farmers Supply Co-operative 
(United Farmers Co-operative Company) 


Os Producer and Marketing Co-operatives 
(United Farmers Co-operative) 


LO Ontario Credit Union League 
(United Farmers Co-operative) 


ticks Urban Consumer Co-operatives; Ontario 
Co-operative Union 


12.. Investment Dealers Association 


des Independent Distributors of Milk and Dairy 
Products 


(iis Last Drier ia still to be filed, 

THE CHALRMAN: I think you might proceed, and at the 
adjournment you could arrange with counsel the order in 
which the cases should go on, so far as possible, 

MR. PARKER: Mr. Macdonnel, can you go on later this 


morning? 
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MR. MACDONNELL: If that is the wish of the Commission. 

MR. PARKER: Are your people here? 

MR. MACDONNELL: Yes. 

MR. PARKER: Then we can take the Toronto Board of 
rade, first, when, the Canaatan Manufacturers Association, 
and third the general brief of the United Farmers. That 
Will serve until the lunch hour, and then.if any change in 
the order is found to be desirable, it can be arranged. 

MR. MANN: Mr. Chairman, I gave notice on behalf of 
the joint stock insurance companies with respect to the 
hearing of our brief at Montreal on the fifteenth. The 
brief has been forwarded to Ottawa to be lodged before the 
fifteenth as required by the original notice. Now, I can 
see from the appearances here today that there is no question 
of insurance to be discussed at these Toronto hearings, ex- 
cept the Ontario agents! brief; so far as we know, the 
seneral mutuals operating in Canada are not to be inquired 
into here. 

THE CHATRMAN: Mr. Francis may be able to tell you 
something about that. Mr. Francis, can you advise Mr.Mann 
on that subject, as to the mutuals? 

MR. FRANCIS: The proposal is that the mutuals be 
heard in Ottawa after the Halifax sitting. I was going to 
make a gencral statement in a moment that would cover that 
PoOLnt ae weil. 

MR. MANN: Mr. Chairman, that being the case it clears 
the atmosphere a little. But so far as the position of 
bie MOtole Le poneermed, have. Ley Tiled e brief, or go 
Liev. antend Go file.a brief? 

THE CHATRMAN: Perhaps you might make your statement 


now, Mr. Francis. 
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MR: MANN: Then I will hear the statement to be made 
by Mr. Francis before 1 make the application I was going 
to make. 

MR. FRANCIS: This is a brief general statement on 
the cooperatives! submission, made with a view to saving 
time and also assisting the Commission as well as the co- 
operatives themselves. 

Tt is proposed to submit a number of briefs under the 
auspices of the Ontario Co-operative Union, which is assoc- 
sated with the Co-operative Union of Canada; it is one 
of the provincial organizations. I have here a list of the 
submissions we propose to make at the Toronto hearings: 

os Ontario Co-operative Union 

a Farm Supply Purchasing Co-operatives 
Oe Urban Consumer Co-operatives 
4. Producer 2nd Marketing Co-operatives 
a Ontario Gredit Union League Limited 

These are the five briefs. Now, it is proposed first 
of all to present this general brief on behalf of the Co- 
operative Union; and that will give a complete picture of 
the organization, the mothod of operation, the fingne Led 
set-up, and so forth. We have submitted full information 
in the brown folder with regerd to all the cooperatives 
that we represent; it is as complete as we can make it, and 
it tgs in a form readily available to the Commission. 

MR. PARKER: Do you wish to read all that? 

MR. FRANCIS: If the Commission asks for it. 

THE CHATRMAN: It looks rather formidable. 

MR. FRANCIS: It is very interesting. In reviewing the 

situation it seemed quite clear that it would be impossible 
to present 211 briefs at the Toronto hearing. Lt was 


felt that those representing smaller cooperatives should 
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be given first opportunity, as the officers of the smaller 
cooperatives would find it very difficult to proceed to 
Ottawa. Jt should be mentioned that owing to the heavy 
demands on the time of the executive officers and their 
staffs, and the difficulty of holding meetings during 
recent weeks in Ontario, it was felt by some of the larger 
cooperatives that they could not do justice to their sub- 
missions at this hearing. I wish to make it clear that 
any of the cooperatives referred to in the submissions which 
we make here will of course be quite willing to present 
briefs at Ottawa if the Commission expresses a desire to 
hear them. Large cooperatives which are mentioned but 
are not presenting briefs at this hearing include the 
following: 

United Farmers Co-operative Company Limited 

Canadian Co-operative Wool Growers Limited 

Ontario Honey Producers Co-operative Company Ltd. 

Co-operative Packers Limited 
These organizations, as I say, are not presenting briefs 
here.today, but they are ready and willing to present briefs 
at Ottawa if the Commission so desires; and this applies 
also to others, any mentioned in our submissions. So that 
if we have an intimation from the Commission as to what the 
Commission would @sire we shall be pleased to make the 
Necessary arrangements to prepare briefs and Se them 
at Ottawa. 

Now, I would like to make particular reference to the 

farm mutual insurance companies. For a number of reasons a 
farm mutuel brief has not been filed; a short outline has 
been filed, = short brief which might be regarded as an 
outline, and the comprehensive brief will be prepared and 


submitted to the Commission at the second Ottawa hearing. 
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One other point. With respect to the briefs filed, 

T trust it will bo. possible to save considerable of the 
mmissionts timo by reading only particular scoctions of 

somo briefs. Thero is some duplication that could not bo 
avoided, because the briefs were prepared before the person 
sroparing them knew what had transpired in the other prov- 
inces. Howover, much of the material is very good and 
very helpful, and we would like to lct it stand. We 
have availoble ecpies of all’ the briefs for all counsel 
present, so that they can follow the reading. 

AYso An Gonnection with any of these briers wo have 
competent porsoans available to substantiate the statements 


ra) 


toey contain and to give tee further nr ormati on) vie 
Commission may desire. 

MR. MANN: Mr. Chairman, that enswers me only partly. 
It has reference tc the farm mutuals. 


THR CHATRMAN: There is nothing else listed, Mr.Mann. 


MR. MANN: I understand that fully; but what I was 


‘bout to say on behalf of the joint stock insurance companies 


46 thie. Notice wae given of our Drier to be heard: in 
Mantreal. There is no advantage in our brief being heard 
in Montreal when not only are the farm mutuals being 


l@ard at the second sitting in Ottawa but in addition to 


tiat none’ ot “the mutuals in Onteric. beve presented & brier, 


( 
ay) 
ay) 
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I understand; none of the mutuals operating in 
Canada from tho United States mutuals, Now England mutuals, 
have presented a brief. Whether they will or not is their 
aiteir, They have not been inquired into; it lies with 

the Commission to decide whether they will be inquired into 
or not. But it is completely useless fcr our brief to 

be opened and read in Montreal on behalf of companies 


that are all taxed, all assessed and all paid. 


bia. n na Par 


7 
a 


7 7 
il : 
he a ad 
0 


Part 


x ae i Pal niet a i 7 


wet ie 


belie inne ie 


THE CHAITRMAN: Can we cross that bridge at Montreal’ 
Ro MN: ut, ie. Chairman, if theré is no advant- 
age in our brief being heard we are going home. Of course 


that is entirely our business; but I wanted to ask you, 


. 


Mr. Chairman, that an order be directed at your convenience 


that our brief be not made public until after the mutuals 
have been heard -- or concurrently if you will, at the 
s9cond sitting in Ottawa when you come back’ from the east. 
THE CHATRMAN: We cannot deal with it now anyway, 
Mr. Mann. We cannot make any order in advance. . 
MR. MANN:- You cannot deal with it but you can 
have it on record and have it in mind, Mr. Chairman. 
THE :CHATRMAN: Quite. 
MR. MANN: You will appreciate the almost useless 
ituation -- a statement of facts on behalf of ‘companies 


that are not being inquired into in any way, shape or forn, 


and Gn réspect of vavsituation which is not before the 
Commission and about which the Commission knows very lit tle 
You have one group of companies that you are going to hear 
in Montreal, wheth at the firstcor) s6oo0nd sitting Ll have 
not been advised. 

THE CHATRMAN: You must remember that although the 


before the 


ie 


briefs may not have been filed, the subject i 
Commission under the terms of reference. 

MR. MANN: I am perfectly conscious of that, but so 
far as I know the inquiry has been directed in respect of 
such organizations as have filed briefs. If there are org- 
anizations information from whom would be of manifest ad- 
vantage to the Commission in respect of the scope of this 
inquiry and who have not filed briefs, then it is my sugg- 
estion they should either asked to file them or asked to 


nformation that the 
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appear and give the Commission 
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Conmission must require under the terms of its reference. 
Therefore until the facts that may be set forth in our 
brief are before this Commission in the form of proven 
epyieence,y Cur Draeiuecor very ‘Litt lesise ee the Commission. 
My application is that it be not opened and not made public 
until the second sitting at Ottawa. 

THE CHAIRMAN: So far as we are concerned that is 
quite satisfactory to uss EL thinkewo may say there wlll be 
no presentation of the mutual situation in Toronto, except 
the farm mutuals. -They are not coming here now. 


Mia MANNS (Noy theiz application is tooeo; to th 
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second sitting in Ottawa. 

THe CHATRMAN: Then you are not interested in any 4 
GOuler Cases Here? 

MR. MANN: No, except mutual insurance and insure 
and sQ-called cooperatives, if they call themselves co- 
operatives -- insurers of course. It is the same thing. 

THE CHATRMAN: We'can leave it there, then. 

MR. MANN: That is my application -- that the 
brief stand over until the second sitting\at Ottawa. As 
regards the ones that you have asked to attend and who 
Neveruoul died Stiseis,) Ll  Understfeadithere wane sneior two 
mutuals you did ask to attend simply to give you some 
LoTermation, buttwho had nob fabled briefs., That pnformation 
probably will be available to you at the second sitting 
nlse -- I do not know whether it is the first sitting or 
the second sitting. 

THE GHATRMAN: You are not on this List today, 
are you? You are listed for Montreal, and that is the 
place to deal with your application. 


MR. MaNNt But you see my difficulty is that I must 
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put this to the Commission here and now. 

THE CHALTRMAN: We have it, Mr. Mann. 

MR. MANY: I understand ycu have it, but what I an 
interested in is having the factual information from the 
mutual insurance cctupanies upon which I can intelligently 
discuss our brief; and we have not that factual information. 
Thao is Gil” Pam puvtine ter bthe Commission, 

THE CHATRMANS: Neither have we. 

MR. MANN: No, but I am hoping you will get it, 
whether they have filed a brief or not. If they have not, 

I am cherishing the hope also that you will get it. Well, 
you understand my position, Mr. Chairman. 

Cre OO ATRMANS OULU Se. 

Mik. 65 We MASON?) “Nr. Chairman, I’ shadl be" appearing 
later for the A cerican Reciprocal Insurance Association. 

My friend Mr. Salter Hayden was to appear for the American 

Mutual Alliance, but for reasons I mentioned bo you-and Mr. 

Parker this morhnine I have had to ask for an extension of 

one time for the filine ef) the’ Drier until the hinetechth 
and that the brief for the American Mutual alliance be 

presented, we hoped, on the twenty-first at Montreal. 

My friend Mr. Gray is filing a brief, not yet ready, for the 


factory mutuals, and Mr. Robertson of this city is filing 


(ay) 
ay 
on 


eicr on behalf of the syndicate mutuals. Now we had 
assumed that my friend Mr. Mann would be making his present- 
ation in Montreal and that that would be a very convenient 
time at which to deal with the whole subject of insurance. 
Sot GOI 2s, with all nepercnce to°hin ey: Bub- my 
friend Mr. Mann should consider that he is in the position 
of plaintiff, so to speak; he is filine a brief and he is 


trying to disturb the status quo. I submit we ought to 
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hear what he has to say as to the reasons for any dis- 
turbance of the present position, and having heard him we 
should be in a position to reply to him with some useful- 
ness to the Commission. ; 

THE CHATRMAN: We have not discovered any plaintiffs 
or defendants, properly speaking, Mr. Mason. 

Mins MASONS Well, there is perhaps an analogy, Mr. 
Chairman. Speaking for the American Reciprocal Insurance 
Association I may have to raise a point later as to whether 
or not we are within your scope, but I need not deal with 
that now. What I would like to do is to arrange with my 
friends if we can some modus vivendi so that we may know 


Wiet 18 Lumedievpely ahead “or uss If 1t suits’ my friend 1 


Oo 


think it would be fair that he should make his presentation 

in Montreal on the nineteenth or twentieth, and that the 
frionds whom I have mentioned should be heard in Movtreal 

at the same time. If my learned friend is not going to 
proceed in Montreal, manifestly it would be unfair to ask 

us to put in what is really a reply to his demand until we have 
had an opportunity of hearing what he has to say at the 

second sitting in Ottawa. 

THE CHATRMAN: Perhaps you will confer with Mr. Mann 
and reach some agreement. 

MR. MASON? Weill, IE shall try. 

MR. MANN: I am sure Mr. Mason and myself are both 
anxious to suit the canvenience of the Commission. But I 
am afraid my friend Mr. Mason is surrounging himself with 
too virtuous e halo when he says I am in the position of 
Plaintiff. My position with this Commission so far as 
my people are concerned is that of getting information 
before this Commission. We are not under any inquiry; my 


friend is. We comply with the statute. I hope my friend 


+ is 
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aoes; I do not know whether he does or not, but that is 

what I want to know. If he complies with the statute, then 
S-oi sovigiacd. it 18 Not for us to Pind out that he has 
complied with the statute. I do not'think I an going to 
prosecute him or hurt him in any way; I am not doing any- 
thing of the kind. When he sees my brief he may be surpris- 
ods But [ am satisfied to suit Mr. Mason == 

THE CHATRMAN: I think the grounds for a conference 
with Mr, Mason have been established. JI will leave it to 
you gentlemen to arrange it. 

MR. MANN: I am perfectly satisfied if Mr.Francis 
wants to put in his briefs at the second sitting -- he has 
term matudis; Mr. Mason has 4a nutiber of mutuals,’ and Mr. 
ivah Glay has the factory mutuals. The second sitting 
Will probably be a convenient place to do it, 

MR. PARKER: Mr. Chairman, perhaps it would be help- 
ful if 1 stated at this stages in effect what I stated ‘at ox 
of Our previous hearings when a matter similar to this. came 
up. I think counsel might perhaps look at it in this way; 
they or the interests they ropresent have been LnviEed, 
not ordered, to submit anything they may have to say to this 
Commission. tf they do not wish to submit anything to this 
Commission, I take it at the momont that is their business. 
If however efter we havo hoard all that has been voluntarily 
submitted to us we feel that the information is not complete, 
I have no doubt the Commission wil? invite them in sterner 
tones to submit it. It is not getting us anywhere to consume 
the time of the Conmission in trying te establish now who 
is tc come first and who is to come second. If counsel 
ire unable to agreo on that among themselves, it seems to me 
quite useless to expect the Commission to settle these 


disputes at this stage. 
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MR. EVAN GRAY: Mr. Chairman, I represent the factory 


mutual insurance companies. We have filed.in Ottawa a 


sulmary submission as required by the regulations of this 
COM oa,0n. Uur Pull yobriefr. is ready3) as @ matter of Tact 
it is being bound today and will be filed in Ottawa before 
Thursday as required by your regulations. We expect to 
appear in Montreal at the sitting of this Commission next 
week and will ask the privilege of being heard at that 
time. But this, as my friend Mr. Mason has already said, 
was founded on the assumption that Mr. Mann and his colleag- 
ues of the joint stock companies would be heard at the same 
session; and it was natural for us to assume they would be 
heard first. But as Mr. Parker has suggested, that is a 
Maver 1Or arrangement; we can discuiss that later. May I 
Say it ssems to us important for our clients to know whether 
Or not the insurance briefs will be read and discussed in 
Montreal, and I do hope it will be possible for the 
Coumission to indicate now whether that will occur or not, 
Since so many plans and arrangements with respect to 
transportation and reservation depend upoh it. So my 
suggestion to the Commission is that Montreal would be 
convenisnt both for the joint stock companies and for the 
mutuals and that should be the time when all these briefs 
might well be heard. 

THE CHATRMAN: The Commission will take that into 
consideration at its next meeting. In the meantime if 
counsel will do what they can to get it settled in their 
OWn llinds about where and when they are going on, it will 
be helpful. If we have to decide it we will of course do 
so, but we would prefer that counsel agree. 

MR. HOWARD: I should like to make a short statement 


to the Commission, in the nature of a point of order. 


“ 


ies 


a 
Seat 
io 

53 7 


= ee a, 
. 
a 
wt i 


y 


a 
t= 


ts 


2900. Mr. Howard 


Khe to 


IL hand you a copy of The Western Farm Leader of 
February 3, 1945. This is a-péeriodical published in 
Calgary, Alberta, which appears twice each month. 

Your attention is ai to 4 paid advertisement 
which appears on page 3, also numbered (35), over the 
hame of Alberta Wheat. Pool. This reads as follows: 

"The Main Target 
"The wheat pools are the main targets for 
attack at the sittings of the McDougall Commission. 

Opponents of the farm cooperative movement know 


Wow whey ere cdolnge in Tollowines this course... They 

believe that if only they succeed in destroying the 

wheat pools or even in making them conform to 4 

policy favourable to opponents, the smaller farm 

cooperatives can easily be handled. If they do 

manage to achieve success in their objective the 

farmers of western Canada will be the losers. 
Alberta Wheat Pool." 

I submit that this is a false statement and reflects 
upen the integrity of all private enterprises which have 
thus far made submissions to your Commission. 

So far as I am aware, there have been to date only 
passing references to the wheat pools, and there ig not an 
atom of evidence to suggest either that representatives of 
private enterprises who have appeared before you are, in 
the words of this advertisement, “opponents of the farm 
cooperative movement" or that they are conspirators in a 
llovement ta destroy the wheat pools. 

All that private enterprises have been seeking or are 
likely to seek at your hearings is the making by you of a 


report which will induce the Dominion Government to colle ct 
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income and excess profits taxes from cooperatives and so- 


called coopsratives on a basis which will make them truly 


cooperative with other citizens of Canada in bearing their 


this country's cconomic burdens. 


+ e 


I submit, moreover, that this advertisement is not 


merely a false statement but that it also impugns either 


et 
455) 


he intelligence or the honesty. of the members of the 


& 


Commission by hinting that success may bo achieved, through 


you, in the attainment of unworthy objectives by some un- 


known and, I am sure, non-existent foes of the farmers of 


western Caner ‘ 


If you desire confirmation of the fact that this 


advertisement reflects the attitude which the Alberta Wheat 


Pool is adopting towards your Commission, 1 suggest you 
ee t. 3 


obtain copies of the text of the broadcasts which this 


pool has been making over the Calgary station 1t uses three 


times daily for the dissemination of propaganda, 


THE CHAIRMAN: I rather understand, Mr. Howard, that 


you bring this to the attention of the Commission as a 


matter of record. 


MR. HOWARD: For your information. 


CHATRMAN: Rather than that the Commission should 


take any particular action. 


MR. HOWARD: I leave that to your judgment. 


THE CHATRMAN: So far as any implied criticism of the 


Coumission is coneerned, I do Hie think we are worried about 


that. We expect to get much more, 


Very woll, Mr. Parker. 


MR. PARKER: Just one word with regard to the order 


in which we shall proceed this morning, so that everyone will 


be haopy. Counsel for the Canadian Retail Federation, 
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number seven on the list, is pressing 


and unless 


and if 
MR. CARSON: . L 


would like to go on 
MR ope ARES 1 
will begin with the 


Trade. 


256i. Mr. Perker 


to be heard second, 


someone else objects I will agree to that -- 


Mr. Macdonnell is willing. 


am not pressing to be heard, but I 
as early today as 1 can. 
Think that can be arranged. Then we 


brief filed by: the VPoronto Board of 
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Presiaonn, 
TOCLOntO board of Treads, 
xallined: 


BY MR. PARKER: 


Herren  eaciwie, Sd under stand 


1 


DrieL- on bebalr 


ae LL Vvou-pigase tell me whether 


therein contained are 


knowledge 


Ly mere Ly 


that it is merely 2 


- 1A 4 ~- As Yer ~ hr nn oan 
Q. ts there going to be someones 


NIT 


of the 


eid sale bay OO are: ian 


statements 


GG Present wa 


Torento Boardof “Trade? Eales Gee 


the statements 
statements of fact within your own 


& position to swear .to, or is 


argument which will be unverified by sworn 


far as [Tam personally concerns 


available who can 


made in the brief? 


will you as Managing Director of the Board of Trade be prep- 


ared to swear to any of the facts here? 
Mee TLORORARDS yb dome know itheaG | would Tully, 


Mr. Chairman and gentlemen. We 


position that those 
from the 
THE CHATRMAN: 


belicf. 


are in the unfortunate 


wno are fully informed are either absent 


city or not available today. 


To the best of your knowledges and 


We believe all we say there is true. 
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A.Mr. Tolchard 
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statements that 
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That is the only reason I menticn it. 
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many 
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that light when they come to 
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of 


stay amongst us will not 


to the centres of 


Thank you, Mr. 
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S or mutual organization 
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noting the serious cons 


ensue if the existing 
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of course 


and meinbers 
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The Hcecnourable 
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the City of 


which 


Chairman. 


I wish to make it plain that any 


have to 


be considered. 


Then-if you will 


read the brief. 


of the 


like to 


Gommission on behalf of the Board of Trade 


and express the 


be, the least pleasan 


Canada. 


Bok Lex 


the Board of Trade 
ro 


1e Royal Commission 


OF tne City of Toronto 2s “an 


with a membership of approx- 


persons engaged in all phases of business 
SesSi0ons and engaged in trade not only in the 


Toronto but throughout the Dominion. 


Toronto proposes 


nee establishing 


be ee hate ae 
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shall 


s, We confine 
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ced to be an argument against cooperatives either as 


=. i 


Ln) 


. ea: 
we 
=3 7 
; ag 
4 = 
ehh ' 
i 
rs . . 
+ 
‘ 


an 


+a 


F == 
~ Pa 
= 


| 


abe 


seat 
2 


a 


p=15 


eG. Mr. Bickle 


social or political institutions. We believe that the co- 
operative which in the true sense is a joint venture of a 
number of individuals banded together for the purpose of 
providing goods and services at a lower cost to themselves 
than would otherwise be possible in the open market, has 
its compotitive place like any other organization in our 
business systom, 
“British principles of equity and taxation: 

"As with most of our political and economic institut-— 
jons, our taxation system is inherited in its broader 
principles from Great Britain. Up through the years it 
was recognized that while the citizen, to whom the govern- 
ment was ultimately responsible, had certain political and 
economic rights, he had in turn specific duties to the 
state. Basically each individual was expected to contribute 
to the national well-being as represented by the services 


and protection provided by his governr ent, LO preporgron 


to his respective ability. Taxation was applied equitably 


and wes not distorted into an instrument for sccial reforms 


or the establishment of special privileges. 


“Nominal inequ lities: 


"Notlinal inequities are almost inevitable in any 


taxation statute. The British and Cansdian fiscal systems 


provide no exceptions. Frequently these Llnequities develop 


from administrative practices or from 


GOO 


1 Misinterpretation 
f existing tax statutes. In England when the Original 


wochdale Organization was established in 1844, income tax 


fas still something far distant in the future. Even in OU 


7 


porative societies were not generally thought of as 


Se 


Cie 


competitive business organizations when the original Income 


Maar 


zs 


x Act was introduced in Britain. Cooperatives were still 


regarded primarily in a social sense and since the incidence 
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ef taxation was not too heavy on enterprise generally; 

it did not greatly concern business men in Great Britain 

as to whether or not these societies received special 
privileges under the Act. Their total payments into the 
national revenue, if they had been taxed at the then pre- 
railing rates, would have been of nominal proportions which 
juld have hardly justified the expense cf collection. 
Under=such circumstances, it did wean mean that their compet- 
itors were forced to bear any appreciable increased burden 


in their Lneome tax payments. 


"Other Royal Commissions on cooperatives 


"Aftor the First Great War in 1919, however, when 


5 
ULL 


» tremendous inercasge in revenue required for government 
purposes dictated a much higher income tax rate on corporate 


enterprise, a Royel Comission was appointed for the purpose 


of investigating the position of cooperatives in Great Britain 


pie Lacome Tax) Stetutes. The Majority findings of 
that Commission emphasized strongly that cooperative business 
organizations could not be interpreted as doing a ‘mutual! 
business undcr the law. In other words, the argument that 

profit could not arise from mutual trading -- that is, 
trading with oneself -- was not recognized. It was ruled 
that a cooperative was in effect a legal entity distinct 
from 1%ts members. As such, it could make a profit or loss 
in the same way is any oth ier business enterprise, and 


"should be treated exactly as a limited liability company 


trading in similar circumstances and under similar conditions,'! 


Whilo no acticn was taken under this report, in 1932 a 
further ccumittee was appointed by the Chancellor of the 
Exchequer which brought in substantially the same 
recoimendation. This was implemented by the British Finance 


Act of 1953, section 31, which made all forms of cooperative 
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enterprise operating in similar circumstances and under 
Simiiar cenditLons Go other business underta kings subject 
to the incidence of Incone Tax legislation. 

"Tnegquity in Canadian tax system: 

The parallel in. Ganade is «striking... The. ccoperative 
uovement has expanded foe its origin. in Stellearton,, Nowa 
Sectia, in 1861 to a tremendous business with an annual 
volume of $353 millions in 1943. As in Great Britain, it 


was also recognized by Canadian business generally, after 


nn 
the imp 


\ 
als 


Oslo Of» the. aLncome War Tax Act! of L9Ll7, as 

mended to exampt certain forms of cooperative enterprise 
from income taxation, that inequity had been introduced into 
the Canadian fiscal system. There was, however, little 
appreciation at the time of the effect of these exemptions. 
Amendments end erbitrary interpretations of the Act made by 
the Department of National Revenue had the effect of exempt- 
ing most forms of cooperative enterprise. : Thus by 1950 there 
had erowd up a body of Legislation which introduced an extra- 
ordinary and unprecedented degree of inequity into the 
Canadian fiseal system. Business men generally, however, 
who were subject to taxation were not articulate in those 
days in presenting representations ta parliament protesting 


Poon 


Bascectebilisiment OL @ privileged,ciass Por,the purpose of 


raay 


taxation. That was primarily because cooperative enterprise 
during the thirties was only subsidized under prevailing 
bax Paves to,an amount. roughly: 10 per cent of their earnings, 
but the full effect of subsidized competition was still in 
the future. 
*Boonomie structure imperilled: 

"During the present war, however, there has been a 
decided changes. Because of the tremendous increase in 


corporate income tax rates, that inequity has now increased 


on 
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to such a degree that, in cur opinion, it seriously imporils 
Sur economic structure. Tax-respcusible business now pays 
income and excess profits tax at a combined minimum rate 
OF Droro0 por cent. to 40 per cent and at a maximum rate of 
LOO per cent less 20 per cent refundable in certain Cases. 
while most ccoperatives under existing legislation and tax 
interpretations by the Deputy Minister of National Revenue 
for taxation, do not have to make any monetary contribution 
to the Naticnal Treasury. 
rior ecst unevenly distributed: 

WWhat are the results? Tax-responsible business has 


accepted an abnormal burden of taxation as part of “its Share 


in winnine the war and, therefore, has found it Mest soLEe Louis 
zs ’ ’ 


to build up adequate reserves for post-war reconversion and 
Cxpansion. The ccoperatives cn the other hand, have been 
able to retain in full the surplus resulting from the volume 


of wartime business. Their competitive position has been 


Steadily improved while that of most forms of taxable busines 


has necessarily shcwn 4 corresponding deterioration, 
wErfect on nations] economy: 


ARERR ra RR rN 


“What will be the effect on our naticnal economy “Er 


£ 
o 


the existing inequity in taxation is maintained? We recognize 


4 J 


shat to provide the cost of the various social measures 


presently contemplated and of Servicing our inereased naticnal 


-2bt, the national revenue of Canada must be much greater 
than it was in pre-war years. ‘If that is SO, much of the 
rosponsibility for its accomplishment rests with the business 
mone Taxed business will net be able to compete with co- 
cperntive enterprise which receives a heavy subsidy equal in 
cmount to the taxes it sheuld pay to the government. An 
incentive cf substantial proportions is, therefore, provided 


to tax-free operation through the legal expedient of assuming 
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'ecoperative' form which would entitle a business to 
the exemptions contained in Part 2 of the Income War Tax 


att, Chapter 97, 


"This trend is already evident and it will accelerate, 
AS the area of taxable business narrows, the burden of 
taxation will progressively increase if the governnent is 
to Maintain its necessary amount of revenue. The logical 
fesult of this process is that cooperatives would monopolize 
ho field, taxable business woulé disappear and with it 
would gO a major source of Soverniient revenues. 
"Ultimately a most serious obstacle will have been 
ed to the achievement of full employment of our human 
nd tlaterial resources. This will be go since the stimuli 
oF competitive practices will not bo available as a de- 
terrent to the establishment of a cooperative monopoly 
which would be just as stultifying in its effect cn our 
National economy as any other form of monopoly. Similarly, 
cOnoMists and business men r ecognize that a high tax rate 
is 2 serious ceterrent to investment and: expansion, (The 
rae iS Tor an ever-incressing burden on tax- -~responsible 
usiness, leaving a minimum incentive to venture capital 
yhich is the meainspring of business BEOsperitys 


NExport trade in important factor: 


e 
ome a me SO erences: 


Vi sacle be emphasized that Canada ig primarily 
an exporting country. Our population is small and ig only 
erowlng slowly while our industrial investment, as represent- 
od in capital equipment, is large. During the war, it 
Was again expanded greatly by some one billion dollars. 

"Our dependence on export trade will be even greater 
bnhan before the war. The immensity of the problem Pee ine 


us is evidenced by the fact that approximately 80 per cent 


our present dollar 


Will call on all the 


Canadian exporter. 
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"3. Provision should be made for the equitable 
taxation of so-called patrohigse dividends or any other 
form of distribution to members as are dividends received 
by shareholders of limited liability companies. 
"Respectfully submitted, 


Robert Fennell, 
President. 


P. Dy Poleherd. 
General Manager’ and 
Secretary." 
Bi. MR. PARIGIR: 
Q@, Mr, Bickle, although you have mot been sworn 
tHere are one or two points I should.like to ask you 4 
guéstion or two about. Referring to the first paragraph of 
your brief, where you speak of the number of persons who 
form the membership of the Board of Trade, can you tell me 
whether there are any of your members who are also members 
of any cooperative society? Ae ‘es, there area. ew 
members of the Board of Trade who are members of 


ecoperatives. 


Sone Suvstantial. number?) A. No, a very minor 


rw, 
° 


number, I would say -- out of 3,590, perhaps twenty-five 
OF Ghircys 
MR. TOLCHARD: I.know-of only two or three inyselt. 


Toh WOINDOSsS,. Lb 18. a very Minor number, 1m any 


eee eee 


event. 
BY MR. PARKER: 
GQ. Whatever the numbers may be, I take it they do 
not agree with the views expressed in this brief? A. IL 
would imagine they wouid not. 
). Then, in the second paragraph -- we have endeavourea 


so far to keep away from that word "political" -- you say: 


"Tt should be emphasized that this is not intended to be 
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an argument against cooperatives erchor. 28 soéial. or 
political institutions." You are not suggesting, I take 
{t, that cooperatives in this country are in any sense 
Poiviacs Gre nititions?, As Far from it,-no. If vbere 
igs any such suggestion in there, it was certainly unin- 
tentional. 

Q. i felt that that must be so, but there might 
be a wrong inference taken from that. Then the same thing 
ceecurs in the next paragraph, the last sentence? Taxation 
was applied equitably and was not distorted into an jnstrument 
for social reforms or the establishment of special privileges." 
Again are you suggesting that the cooperative movement yma 
this country is an instrument for social reforms or has 
been distorted into an instrument for soe reform? 
£... Well, it could be suggested -- 1 am in a, Somewhat. em- 
barrassing position, because as Mr. Tolchard has pointed 
out, the mon who are responsible in large measure for the 
drafting of this brief unfortunately cither through illness 
or being out of town were not able to be present, and to an 
extent. at any rete I am just an instrument for reading this 
general brief from the Board of Trade. 

Q.- But you see the difficulty; I want to know ace 
it is being suggested to this Commission or to the -govern- 
ment and to the country at large by 3,500: responsible 
citizens that in their view the cooperative movement is 
one which is being distorted into an instrument of social 
reform, A. Well, I don't know about the social reform; but 
t would certainly agree, that the establishment of special 
privileges is included in it. 

Q. Now on page two of your brief, the second sentcrcs 


of the second paragraph, you say: "As in Great Britain, 
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it was also recognized by Canadian business generally," 
and so on. . What do you mean by "Canadian business gonerally"? 
How much territory are you taking in there? A. JI am sorry; 
L haven't got your reference there’. 

Q. The second sentence on page 2, the paragraph 
headed "Inequity in Canadian Tax System" -- it is the third 


sontence,. actually: “As in Great Britein, it was’ also 
3 3 


[e) 


recognized by Canndian business generally, after the im- 
position of the Income War Tax Act of 1917, as amended to 
exempt certain forms of cooperative enterprise from income 
earn. that inequity had been introduced into the Canadian 
fiscal system." It has been argued before this Commission 
that there is no inequity prosently existing, and you are 
Saying here that inequity is recognized by Canadian business 
generally. I ask you how wide a section of Canadian business 
are you including there. A. Whether Canadian business 
senerally recognizes that or not, at least: more of Canadian 
business recognizes it today than did even a few months 
1g¢0. Whether Canadian business at that time recognized the 
princip.e of inequity or not) thateis moreior tessrof 4 
Poneralization, I would say. 

Q. Then there is another sentence in the middle of 
that paragraph: “Thus by 1930 there had grown up a body 
of legislation,” referring to departmental rulings. I take 
it you do not mean logisiation. by the parliaments; you really 
Iiecan departmental rulings rather than legislation, do you 
not? A. I would judge it would probably be both, would 
it nov? 

9. I am not aware myself of any legislation. 
A. AS amendments were added to the Act under eaeh hatte 
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Qe That is what ,Ou Ere Telberringe to. As, 2 would 
think it referred to both. 

Q- Then on the third page, second paragraph, under 
the heading "Would Narrow Tax Base,” you say? "The logical 
result of this process is that cooperatives would monopolize 
ths field, taxable business would disappear and with it 
would go a major source of government revenues." Assuming 
ror a moment that that statement is true, does it follow 
that it is in the public interest to take action? 

A. I would definitely say so. That is definite Ly part 
Of Our Order. 

Q- tf that sort of revenue were gone, would it be 
logical to look for some other to take its place? Ay That 
would be up to the government to decide. If they lost that 
field of revenue, where they would replace it would be a 
matter of government policy. 

Os That theoretically at any rate they might get 
2 field which would be more equitable. A. Theoretically 


Lue 2S QuLtEe possible. 


‘Qe AS you say, that is something in the distant 


f- 


UVES. Ae Quite, 

Q- Then in the next paragraph you refer to a 
cooperative monopoly"; would you care to say just what 
the Board means by that. A. What is that again? I am 
ecrry 1 dia not follow vou. 

Q- Right in the middle of that same paragraph you 
say: "This will be sa since the stimuli of competitive 
practices will not be available as a deterrent to the es- 
tablishment of a cooperative lnonopoly." Are you suggesting 
that these cooperatives are ercating a monopoly which 


would stultify --~ me Detinitely. 


% Will you elaborate that? A. Well, I think that 
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recognizes, as stated in the previous paragraph, that the 
ultimate growth of the cooperatives would result in all 
business being under the cooperative movement here, which 
in turn creates a monopoly. 


Q. But until they entered the field the entire 


KX 
@ 
w 
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field was occupied by so-called private business? A. 
os NWOlld you Call that monopoly? As tn a 
oarticular sense, yes. Obviously if private business 
has all the business in the country, then private business 
as such is a monopoly. 
9. That is the sense in which you use the word? 


LL ewould think that 16 the sense. 


ho 


9. Not a monopoly in the sense in which it 1s some- 
times ucec. 4. No, far Prom it -- a very Dread selseo, 

Q. Now we come down to the recommendations which 
you make, and that is what the Commission is more interested 
in then anything ¢ls6e, Ll want you to look at this. care- 
fully if you will: “We believe that all cooperative organ- 
izations should be treated exactly under our tax laws 
ag any other incorporated business" -- and I emphasize 
the next words -- "trading in similar circumstances and 
under similar conditions." Perhaps nobody could differ 
with you on ee if’ they agreed that the cooperatives 
ang ordinary corporations were trading in similar circum- 
stances and under similar conditions. Do you think they 
are? A. No; IT would think that probably those words are 
unfortunate, considered in the narrow sense. In the broad 
sense 1 think they can be accepted, though. 

Q. Does your Board recognize there are fundamental 
differences between the methods of operation of cooperatives 


and those of ordinary joint stock companies? he YOSs 
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I think in preparing this what our people had in mind was 
more the idea of a departmental store, grain, any of the 
Other companies trading in more or less similar cirecum- 
stances -- not into details of oporation, 

3» Then as to the first recommendation: “Cooperative 
organizations should make ahnual corporate income tax and 
eLOses Prorios tex returns"; don't they do that now? 

4» Learned counsel here -- 

2. Just a.moment; learned counsel may have their 
opportunity, but I am dealing now with the representations 
of the Board of Trade, if there is anyone who can speak for 
the Board of Trade. are you suggesting, is the Board sugg- 
esting through this brief, that cooperatives are not making 
returns? 4. I would suggest they are not making the same 


return as the private company is. 


Qe Perhaps that is so, because they consider then- 
| 

| 

3 selves entirely different. A. Quite. 


| Q- But are they making returns of any sort? 
| A. They must be making some returns, yes. 


Q You are suggesting they continue to do that, 


+ Suppose, so that it will disclose the true nature of 
boeir Metood of operations; Us\ that at? Asoo Yee, 
| Q. "Including all information returns, on the same 


\ 


basis and on the same forms as all other types of business." 
{ 


Well, by that I take it the writer means they should be 


auple to show all their methods of operation.. A. On 
| the same basis exactly as the private business. 


a 80 as to give a true and correct picture of what 


they are doing? A. Yes. 


Q- Now, the second recommendation is very useful, 


I think, that "all rulings made by the Department of 


=) 
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National Revenue officials qualifying the application of 

the Income War Tax Act to cooperatives should be published 
Ly the Canada Gazette.” 1 take. it you ere aware, the 

Board is aware, that rulings of the Department of National 
Revenue are not judicial decisions; they are not reported -— 
that is what you have in mind, Aas L6ss 

Q. .You think they should be made available so 
that there would be some uniformity or some pattern which 
everybody could understand and follow; that is your 
suggestion. Any Hight. 

DY MRA ELLLOTT: 

Q» Would it be your suggestion that that be done 
with respeot to other companies as well sas cooperative 
companies? Ail Chink» in the brief we are dealing only 
with the cooperatives, Mr. Commissioner. 

BY MR. PARKER? 

Qs Would you suggest there is any reason why 

rulings relating to cooperatives should be made public 


and rulings relating to private companies should be kept 


private? ie Are you asking my personal opinion? 
Q» Yes, So Noy DLewouldpo think el rad ines 


should be put in the Gazette -- personally. 

es hen, finally: “Provision: should be: made tor 
the equitable taxation of so-called patronage dividends.” 
I suppose everybody in the country would agree with the 
general proposition that taxation should be equitable; but 


“re you suggesting any change that should be made -. 


in order to make equitable that which isnewtinequitable? 
A. That is correct. 
Q- Can you tell us how it could be done? 


&. IL am sorry, but I cannot suggest the details of it. 


B-3L 
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~ 


Q. Are there any officials of the Board of Trade 
who are prepared to give the Commission the benefit of 


their considered views as to what changes should be made? 


. 


As a MMavter of fact that paragraph was brought to the 


POsra Ss abuehsi0n this mornines It may be if the Commission 
ca} 


Will permit it that we may submit an addition to our brief 
covering that paragraph. 

@- in some detail as to how the thing should be 
done. Re Res 

Ce wt vel Cae Laat tS one core and ‘substance: OF 
the whole thing; the rest of it is largely argument leading 
ie? Ge oe, PU 

Q- J am sure the Commission will gladly welcome any 
concrete detailed suggestions. Ae ‘Thankyou, 

THE CHOATRMAN : We would indeed, Mr. Bickle. 

THE WITNESS: Thank you, Mr. Chairman. 

Ms MANNS “Mr. Chairman, if you will permit me, 
cnd if Mr. Parker will excuse me, we have agreed with the 
mutuals that the briefs will be exchanged at the Montreal 
sitting next.week, and that if possible at the opening of 
the second Ottawa session, which wovld ‘probably be the 
lgth of March -- 

Tot CHATRMAN: No; the Commission will teke recess 
arter we come from Halifax, for obvious reasons. 

MR. MANN? Il am afraid we did not realize the 
obvious reasons, and we figured you would be in Ottawa 


again on the 12th of March. In that event with the per- 


dission of my friends, the hearing of the insurance companies 


could take place together at the beginning of the return 
session at Ottawa, if that would suit the Commission. 
THE CHATRMAN: We cannot fix the order now. There 


are people who have precedence over the mutuals,and your 
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clients, all the way from Vancouver East. It would not be 
fair to tell you that you will be first on such and such 
% date in Ottawa; that is obvious. 

wR. MANN: Mir. Chalriman, you are under sone nisappre- 
Monson? Tam not suggesting we go on at « certain fixed 
time; I am simply erdeavouring to suit the convenience OF 
all concerned with regard to travelling and go on. That 
te why 2 gaidy-at thé beginning of the second session in 
Ottawa; but there igs no doubt that the convenience of 
others has to be Served, and certainly the convenience of 


ne Commission. That is the reason I make that Suggestion, 


Hy 


ch Ma Eris 8 


~ 


satisfactory to the Commission, 
THE CHATRMAN: Quite Satisfactory to us; the order 
will be fixed in Ottawa when we come. back. 


MR. MANN: Then go far As our brief is concerned it 


kK 
T 


withdrawn until the exchange takes place, 


THE CHAIRMAN: Has it been filed yet? 
MR. MANN: It is on the way there by some train now, 
We will exchange our briefs at the Montreal sittings, TI 


a1 afraid we will have to leave the Sarines’ bo suit the 


° g . . r . 
Commissions convenience, but they won't be until you return 


a4 QO 


a eee ms € 
m the east: 


THE CHATEMAN: OULte; that is satisfactory. 


He W W * « MACDONNELL, 


DouUnsel, 


Canadian ails wnufacturers! Associa ition, 
examined 


seemtiietieenieetetein iia te 


BY MR. PARKER: 
Q- You are appearing as counse for the Canadian 


Manufacturers! Ass He 1Setiony fon Lae. 


Q- Before you read your brief could you just place 
on the record the manner in which this brief prepared --— 


that is, whether it was circulated to members of the 
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Association, so that we mayhaive an appreciation of whose 
views aro being oxprossed. Fe tie S Oe Mie Cnet ria) 

snd mombors of the Commission, the bricf was prepared 

under the direction of a committce of the Association 

and thon it was circulated to the members of the Association, 
who numbor, I may say, some 5,200, ana they represe 3nt 


soughly 80 ver cent of the manufacturing capacity of the 


country. 


by that Association? Mea Cet LS eso. 
THE WITNESS: Mr. Chairman and members of the 
Commission, the bricof is as follows: 
Toronto, February, 1945. 


"Supmission of Tho.Canadian Manufacturers’ Association to 
the Royal Commission on Taxation of Cooperatives 


hoc een erm SH: Scolar nrireactiohle Dab N nba tecta eee tn 


"In considering 'the present position of cooperatives 
im the matter of the application thereto or the’ lneome War 


Max het and the Hrceess Profits Tax Act", the Canadian 


MonuPacturers! Association assumes that the term ‘cooperatives! 


is intended to cover not merely the primary producers!’ co- 
Operatives (farmers', dairymen'’s, livestoek mon s) Cruis 
srowers’, poultrymen's and fishermen's) specified in 
Section 4 of the Income War Tax Act, but also any agency 
which markets the products of its members or, by analogy, 
purchasés goods for the specific account of its members, in 
the circumstances referred to in Minister of National 
Revenue vs. Saskatchewan Co-operative Wheat Producers 
Limited (1950, S.0,.R.4028). The circumstances were thet “tie 
ccoperative did not buy the crop but merely acted as a 
selling agency deducting its commission at cost, and the 
sale proceeds were allocated specifically to each member 


count; and the Court held that the agency did not make 4 
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profit or gain and therefore was not subject to tax. Such 
an organization, under this decision, could presumably 

deal in any commodities whatever and would not be Limited 
to the class of products defined in Section 4 though it 
would not enjoy the privilege accorded by the Section of 
dealing with non-members up to 20 per cent of its total 
business. The issue therefore is much wider than that with 
respect to the primary producers! cooperatives. 

"The language of the exemption. clause affords 
evidence that what Parliament had in mind was a spocies of 
club or association (usually a community affair), formed 
for the purpose of buying or selling collectively, each 
Bember of which received back annually his particular share 
of the surplus. The organization contemplated was one 


FG) peers 
WEOSS oa 


unction was 'to market the products of the mombers 


under an obligation to pay to them the proceeds on the basis 


Eye 


of quantity and quality less necessary expenses including 
roserves.' The obligation was to pay to members the whole 


Rte a ex _ ae ae ~ tes Se Vat se A >) roms Be ot 7 
Or the proceeds less the expenses necessarily incurrod in 


harkoting the products and less necessary reserves, that 


‘ 


is to say tho reserves necessary to carry out the morkoting 
Opyratlon referred to. Lisa far cory, it ie Submitted, 
from the reserves necessary for the operation of such 

clubs or associations to the reserves which are admittedly 
hecessary for the operations of many of the cooperatives of 
today whichaccumulate capital and compete among themselves 
and against private enterprise for new plants, new sources 
f supply and new markets. “Ib is submitted that the onus 
is very much on those who maintain that Parliament in 

1950 had in mind anything resembling the present reserves 


of many cooperatives when it spoke of ‘necessary expenses 
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reserves', in defining the cooperatives which 


were to be tax-exempt. 


"Chongo in Tax Situation since 19603 
fTn addition to the striking change -- 4 change, it 
43 submitted, not merely in degree but in kind -- in the 
character of the operations conductsd by the cooperative, 
since 1930, there has been an increase in taxation which 
wag never anticipated in 1950. The increased rates under 
tho Income War Tax Act together with the Excess Profits 


ix, necessitated by the war (tho cost of which is being 
only half mot even by such high taxation) raise in an acute 
form the guestion whether the tax exemption gran ntod to the 
pooperavives of 1950 should be continued to the cooperatives 
1945, For the situation, it is submitted, is that the 
tox exeliption enjoyed by these organizations is tantamount 
to 1 subsidy equal to the tax which would otherwise have 
been collected from them, paid annually outer che matLanad 
revenues, to which the business competitors of the co- 
oratives, among others, are obliged to contribute. Every 
increase in income tax, as has been pointed out, or any new 
imposed, from which these organizations are exempt 


(such ag the Excess Profits Tax) has been a fresh subsidy 
rented to them by Parliament without aetual consideration 
nd without debate. It is to be noted that the most rapid 
crowth of cooperatives took place in the years of highest 
taxation. That the amount of the annual rsubsidy! “is 
ayubstanticl is evidenced by the re cently published Dominic 
Government figures showing total membership of 500,000, 


total business of over $250 million and reserves and surplus 


of $46 million 
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"The Cooperatives' Claim for continued: Tax-exemption: 


"T> the charge that the tax exemption they enjoy 
jnstitutes gsross discrimination against their independent 
competitors, the ccoperatives reply that their cperations 


d@ not give rise to aiprofit end are therefcere not taxable. 


This argument is based on the doctrine that there can be 


no trading transaction unless there are two separate parties; 


DUCUeST aM tholricase Ther buyer and! seller, they Say). are 
identical, théero is no trading and any so-called surplus 


isonot a profit: or gain within the meaning of the Income 


ice eee tourer 


"This argument obvicusly turns on the soundness of 
the proposition that in the case of the cooperatives, buyer 
and seller are identical.. As to this, we, venture to) refer 
to the view expressed by the United Kingdom Parliamentary 
Committee of 1932, to the effect that ccoperative societies 
ay have originated in associations of persons formed to 
pucchosecoan DULK Gh article which they all f£equire, cach 
eontributing to a common fund for the purpose, and any 
exc3ss ecntributions being returned pro rata to the 
contributors -- in which ease the refund could not be re- 
garded as a taxable prerit, but that the registered co- 
operatives of 1952 in the United King were legal entitios 
he more identical with their members than a joint stock 
rOlpgely 1s Ldentieal with iis. shareholders The Report of 
the Committee continues: 'The existence of this entity 
seus to us to be. a matter which cannot be ignored in 
considering whether there is true mutuality of trading, or 
not. If any real "mutuality" existed we should expect to 


find a situation in. whieh ‘the contributor retained as 


ecntributer an individual interest in his excess contributions 


We co not find that. A eee entncar cannot point to any part 
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of the undistributed surplus on trade with members as 
epresentine his contribution and claim a right to dispose 

of that part of the surplus.' The fact, it is submitted, is | 

that the cooperatives are independent legal entities, the 

exclusive owners of their respective businesses and assets 

in exactly the game way as an ordinary joint stock company 

owns its businuss and assets. Moreover when cooperatives 

mass capital and reserves they derive income from sources 

other than ordinary cooperative trading, such as income 

from capital employed in the business, income from outside 

investments end gains on speculation and inventory holdings. 

It is impossible, it is submitted, any longer to maintain 

that the surpluses eee: from the operations of many of 

the present-day cooperatives are not the result of trading 

and therefore cannot be regarded as profit within the meaning | 

of. bhe income Tax Act. That, as is woll known, was the con- 

clusion set out in the majority report of the United Kingdom 

Roy2l Commission of 1919 and the unanimous report of the 

Parliamentary Committee of 1932; both rejected the ‘mutual 

trading’ doctrine of the cooperatives and recommended the | 

cancellation of the special exemption enjoyed by the co- 


operatives whether wholesale, producer; distributive. 


"Disposition of Cooperatives! Profi ts 


\ 
LO SRN POR SPE AR RS NEI DR SO RE RE = ROS RE ORS NL ARES 


"Tr cooperatives are Cradictaineuten eb ts from other 
traders in respect of the sources of their profits, the 
seme, it is submitted, is true of the disposition they make 
of them. .These are csither distributed in divide nee 


' dividend or the ordinary 


(whether the so-celled ‘patronage 
dividend paid on capital invested) or remain undistributed 
as reserves, in exactly the same way as is done by ordinarv 


joint stock companies. 
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"In respect of all three forms of treatment of their 
profits, it is to be noted that the cooperatives enjoy a 
uarked advantage over their tax-paying competitors. 

"Neither ordinary nor patronage dividends being under 
our prescnt law a deductible expense for OVeinary Agint 
| stock companies, the latter are unfsairlt handicapped in 
competition with tax-exempt cooperntives. 

"As regards the reserves put aside by cooperatives, 
which appear indistinguisheble from the prefits ploughed 


back by any ordinary business for purposes of providing 


naditional working capital, or acquiring new plant or 


equipment, it is obvious that if they remain untaxed, while 
the reserves of ordinary companies, with the exception of 
valuation reserves, are taxed, the ordinary companies are 
Seriously handicapped. This situation is inequitable as 
betweecn the sharoholder of an ordinery company and the 
Members of a. cooperative, But the inequity does not stop 
there. The taxes paid by ordinary corporations are borne 
not by the sharehclder alone but in part by the purchasers 
of the company's goods and in part, possibly, by the employee 


On the cther hand, the customers of the cocnerative secure 


the goods which they require at a price which containg no 


ement of tax and thus enjoy an unfair advantage over 


purchasers of goods purchased by independent operators. 


| 

} rs ‘ 4 a * ° 

oo that there may be substantial inequity as between these 

Bes on . a ic Ey = ere i a = 7s s ‘ : $ ” r a a a ee 
two classes of purchasers. All along the line the exemption 
| from taxation they enjoy Puls the cooperatives in a 

{ 


position of very great aavantage over their tax-paying 


competitors. 


whe Solution Proposed: 
"The simplest and most equitable solution of the 


| Cropiem ja, it is submitted, that recommended by the United 


ON 


6 


—~25L7 Mr. Macdonnell 


Kingdom Parliamentary Committee of 1932 and adopted in 


tho Finance Act amendments of 1933, viz. that all transact- 
fons of a cooperative with its own members by which a 
orofit or surplus is earned, which would be treated as 
prorigs Or the trade 1f they were transactions with non- 
members, are made liable to tax; but any discount, robate, 
Gividend or bonus granted to members or other persons on 
eceount of their transactions with the cooperative, pro- 
vided it is calculated according to the amounts (ope BES aOR 
piyable to or by these members or other persons, of 
according to the magnitude of their transactions, is to 
be oxcluded from the profits, by boeing treated as a trade 
expense. 

"This emendment established equitable taxation as 
between cooperatives and ordinary joint stock companies 
in England. 

Tn order to achieve the same result in Canada, 
4t would bo necess:ry to make cooperatives ie be, VO) bax. 
on their profits in the same way as joint stock companies, 
but allow a deduction in respect of patronege dividends , 
ag defined above, (provided these have actually been paid), 
beth to cooperatives and to ordinary joint stock companies 
or other businesses, as this is not allowec at present to 
the lattere Finally, and most important of all, when 
dividends are paid on capital either by a joint stock 
company or 2 cooperative, it would be necessary to acaopt 
the Unitca Kingdom principle of crediting to company share- 
holders cr cooperative members as the case may be, on their 


5 . 


Sndividuel incoma tax, all taxes paid on such divide gnds at 


the source. Such 4 change, in addition to bringing about 


equality of treatment as between company shareholders and 
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eooperative members, would remove the present gross inequity 
as between both -f these groups cn the ono hand and bond- 
holders on the other. 

"Tt is of interest to note that the dissenting 
Commissioners of the 1919 United Kingdom Rceyal Commission, 
while taking the position that the cooperatives should not 
bs taxed on any part of the receipts arising from transact— 
ions with their own members, said: 

'Tf there were in the United Kingdom as there is in 
the United States a corporation tax levied specially on 
corporations as such, it would no doubt be proper that a 
cooperative society should, as a separate legal entity, 
be made liable to that tax.' 

"Such a solution of the problem is desirable, it 
Pe suomupied, Not merely in order to achieve equity be- 
tween the cooperatives and their present day competitors, 
but also from the long range national economy point of view. 
If the present tax exemption of cooperatives is allowed to 

Cntinue, it appears likely that a large part of certain 
kinds of business in Canada.will before long be done on a 
eooperative basis. It may be that that is the road we 
went bo travel bub if it is we should do so deliberately 
ind with our eyes open. We should not, it is submitted, 
adoot the cooperative system of doing business via the 
oblique method of subsidizing the cooperatives to the point 
where their t2x-paying competitors Cannot live. 

“Tf the cooperative system can demonstrate that in 
certain fislds it is sounder than the alternative system 
it deserves to supersede it. But it should be called upon 
to prove itself superior in free and equal competition. 


If it is to be given the enormous advantage of exemption 
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from taxation, it will be impossible to judge of its 
merits as compared with those of the alternative system. 
What the situation calls for, in the national interest, 
to gay nothing of the interest and rights of of those 
who-have in good faith invested their capital in the -bus- 
snesses which compete with the cooperatives, is Ya Dear 


Pield and no favour, and let the best man wits!" 


Mr. Chairman, may I say that we have had prepared 
by a very competent tax expert -- as a matter of fact it 
49 Professor D. C. MacGregor of the University of Toronto -- 


an analysis of revenue and tax revenye and of national 


income generally with a visw to showing how much revenue 
youlad be lost if our proposals were adopted, and, for 
oxample, how much the personal income tax would have to be 
roniged in order to make up the loss and so on. I would 
-o ask the permission of the Commission to put that 
ig at,ea-later, date. 
Hi CHATRMAN: Is it ready now? 

THE WITNESS: Yes; as a matter of fact it is just 
being mimeographed today. 

THE CHAIRMAN: Pcorhaps you could file it with the 
Reeistrar as a supplement to your brist? 

THE WITNESS: Very well. 

THE CHAIRMAN: It would be very interesting. 

VES FRANCIS: I assume that Professor MacGregor 
will be available for cross-examination. 

THE CHAIRMAN: I assume so, Mr. Macdonnell. 

THE WITNESS: Yes, Mr. Chairman, I think we can 
undertake that he will. 

THE GHAIRMAN: Shell we say, then, that his 


momorandum will be filed during the day or tomorrow? 
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THE WITNESS: Yes, Mr. Chairman. 

BY MR. PARKER: 

Qe Mr. Macdonneli, if 2) followed the brief correctly 
you argue on the assumption that there is discrimination be- 
tween these two types of operations; you take that for 
granted in your argument? A. Yes. 

Q. Taking that for eranted, do you decline to re- 
cognize at all that there is a fundamental difference be- 
tween the method by which the ccoperatives do business 
and that by which private companies do‘business; or do | 
you say they are identical? ie, NOD LIE bink., wel could 
not say they are identical, but we can consider that they 
are sufficiently alike, as we have tried to develop in 
our brief, to make it inequitable that there should be 
this difference made between them in the matter of taxation. 

Q» Would you particularize as to what you include in 
the profits of cooperatives that you-are suggesting ought to 
be taxed? Assuming that the present system of taxation as 
applied to ordinary joint stock companies is to continue; 
in order to make taxation of cooperatives equitable -- 
parallel, I suppose you mean ~- on what do you suggest they 
should be taxed? -Is my question clear to you? A. Well, 
texes on all their reserves and so ony | 

Q. All. the reserves; that is No. 1 -- they should be 
taxed as profits, should they? A. Yes. They should be 
taxed on their reserves the same as joint stock companies 
a0 Oi 

Q« Most of these cooperatives, I take it, set aside 
statutory reserves, which they are permitted to have. 

You include them? They should be taxed? A.- As a matter of 
fact I think I simply havé to make this statement, that we 
are adopting the view taken by the British parliamentary 
committee that the income of the cooperatives to be taxed 


should be arrived at in exactly the same way as the income 


of joint stock companies. | 


ae 
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je 


There may be some differences between the way 


cooperntives operate over there and the way they operate 


here. A. 1 am afraid I cdénnot help you on that: 


Q. I am not seeking to examine you on it, but L 


would like to got a conerete suggestion if I could. Assuming 
ca} bh ew} > 


that the present corporation txx is to continue, you are 


suggesting that these cooperatives should be taxed on 

something, and I am just trying to find out what Lines 
You suggest their reserves. Take the interest paid on 
their share capital; do you say that should be taxed as 


SLO br Some of them have share capital. tae Noa 


Son't think © eamvheloyou Oh thatis Lo woudd: Like’ to os 


Q. And then these patronage dividends -- what shall 


I call them: "hold-backs" is the best word; as you know, 


the pro¢edure in many cases is that out of the savings 


j=} 


Or 


surpluses or whatever is the proper way to designate them, 


5 


hey pay back certain amounts to the patrons, do they n 


be 1LOSy% 


9. In certain cther cases they morely issue certificate: 


Gata. nek. Wess 


9. Do you include in the items that should be 


Otter 


of varying types under which they will pay at some future 


taxed in the hands of the cooperative society, first, the 


amount allocated or credited to the members but not paid, 


and, secondly, the amounts actually paid? fie Wino? Liaw 


as the 


patronage dividends are concerned we are proposing that they 


SS | 


should be treated as trade expense, 


Q. That the patronage dividend be deducted as trade 


mt Oe. : f tre 
to XPGHSss . tie Ge 


9. Would you include in that deduction the amounts 


llocated to the patrons but not paid? A. Noa. 


OOO ew. Mr. Macdonnell 


BY THE CHATRMAN: 
QO. LOU Say in your Drier, “provided theses have 
actually been paid"? Ay. Less 
}. J take it you do not approve of the revolving 
door system of payment of patronage dividends. A. No; 
our feeling was it must be shown that the patronage divid- 
ends have actually been paid. 


%. That isi: for. the year in “which they are earned. 


MR. PARKER: That 1s what I wanted to eet at. 


BY THE CnaATRMAN: 
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extent you are in accord with the decision 
Of the committess which sat in the old country? “A. Yes. 


N AMES ot 
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su any information about British taxation 
experience since 1953? an No». Rave nots 
BY MR. ARNASON: 
oe uk Wouter 22 2 Mien ask you. 4 jusseron arising 
Oiuo. VOuUr Drici. “in your oOrier IT take Lt” you. recommoand 
the adoption of what would in effect constitute the policy 


recommended by the 1933 British Committes. «A. That is so, 


O. Now, 11 One Dart of Your brief you refer to tis 
% , Dp 


discrimination which exists in that cooperatives are permitted 


to deduct patronage dividends before taxable income is 
arrived at, where they are taxable, but that is not permitted 
to private business. In the event that private business 

were allowed to deduct patronage dividends paid to the 
customers of such businesses before arriving at taxable 
income, would that be a step in removing what you would term 


discrimination, even if no further steps were taken? 
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y slow one, 
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A. Yes, I suppose it would. It would 
but it would be a step in that ditéction, yes, I would say. 
BY THE CHATRMAN: 
{eThat however would not dispose of your criticism 
that reserves remain untaxed. A. Quite so. 
Q. Reserves from whatever source they come. A. Yes. 
BY MR. VAUGHAN: 
Qe Suppose the cooperative carries on its affairs 
a euch a .Wwey cles there is no corofit; their pxrtes: ao wie 
members is equal to the cost of the merchandise less ex- 
penses; have you any suggestion in that case? A. I am 
afraid the question of the consumer cooperatives was not 
one that we had in mind particularly when we drafted our 
brieft; we were thinking of the other. But I realize that 


y ° 


iS @ special problem. I am afraid I cannot help the 


Commission on that. 

oe fet us take the producer cooperative, and suppose 
16 cost of handling the goods is reduced to the point where 
there 1S NO prorit; then wheat would vou, say as to that: 
f. Two things, Mr. Commissioner. It seems to me first of 
all that the taxation authorities -- the Minister -- would 
nave GO be given discretion to say that that would not pe 
allowed to be carried beyond a certain point. It seems to me 
you would have to give the Minister very wide discretion to 
deal with cases of that kind, and to say that the prices had 
been reduced in a way that was done simply to evade 
taxation. J think you would have to give the Minister wide 
discretion on that. On the other hand it seems to me there 
is this safeguard: I take it the cooperatives could not 
safely go very far with that because they would require re- 


serves against the time when they had losses, and so on. 


BOA on Mr. Macdonnell 


Q- Yes, up to a point. They would require certain 
reserves. A. That is one safeguard, but the real 
anchor to windward there would have to be discretion given 
to the Minister. I admit that is pretty vague but it is 
the only suggestion I have to make. 

BY THE CHATRMAN: 

Qs VOU WwOULd Say," no profit, no taxes, would you? 
ia Nos, 1. Glore cS ‘No prorit. But as 1 Say, 11°26 can 
be shown to the satisfaction of the Minister that prices 
have been reduced with a view to SLUM Net Le GOnot nie eG 
Seoms to me he ought to. have authority to disallow that. 

Q. And we come to the same old question, what is 
Solon 1. A. Yes. 


BY MR. VAUGHAN: 


&) 


fe Vine OrincipLe Or\ea Cooperative 1s co Operate at 

cost -- not profit, but at cost. You find that in the by- 

Jaws; that is the principle or policy. Suppose they carry 

that cut; how could you make this recommendation Operative? 
& But they do accumulate reserves. 

Q- Well, to the extent that they create Tecervoc. 
that is all right. But suppose they disburse everything ex- 
cept what is needed for safe reserve; would you easy that 4 
consumer cooperative should be free from tax? A. AS a 
Matter of fact I do not’ want to commit myself to that 
proposition. As I say, we were not addressing ourselves 
specifically to the consumer cooperative problem. I admit 
the very great difficulty if cooperatives undertake to 
operate in such a way thet there is no profit. I can only 
Say that 1 think the taxing authorities should be given 


discretion in that matter. 


Q. So far as the texinge of reserves is concerned, 


7 
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would you say there is a difference between the reserves 
of a cooperative which are not credited to the members in 


mI i 


ny way, and those so-called reserves of the cooperative 
which are so credited and become a liability to the 
members -- do you follow me? Hae Lee. 

Q. I take it you class these two types of accumul- 
ations as reserves. Now, from the taxation point of 
view would you say that there was any difference botweon 
the two’ In one case there is a definite liability on 
the part of the organization to pay this deferred surplus to 
fholuibers. As My submission would bs there should be no 
CLST Ine tLOM there. 

BY Mie BLOM s 

O. You say thet there is considerable difficulty 
involved in. vour proposal, but L am not sure whether 1% 
is realized how much difficulty there is in it. Mr,.Vaughan 
has suggested that cooperatives in their by-laws or 
articles, sometimes in the Act, are referred to as companies 
which have the purpose of carrying on the business -of 
their members at cost. Consequently if they actually did 
Gigs Lt. eceme to mo. 10 would be; vory ditricule tor the 
Minister to prove that they did it simply for the reason 
of evading taxes. Have you any further suggestions as to 
how we might advise the Minister to proceed in that matter? 
&. May I ask whether you are contemplating a case where 
the ccoperatives deal exclusively with their own members? 


0. That was the case I was thinking of. . We 


have encountered cases where anyone who deals with a co- 
opcrative is necessarily on that basis. A tam sorry; 
hom 20 Pea 1) eannot Help you. 


my min TT ATDOMAANT 
BY THE CHATRMAN: 


q+ By the mere fact of dealing with it he becomes 


member. ie 


<s 
OP) 
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BY 
Ve ey 


Torus Gist tie 
OY Corporation, 


particular 


price 


Mr. Macdonnell 


- 5 a te Tt 
scme of the 


constitutions, 


MR. HLLIOTT: 
Would MOL’ eo so°Lar,  trien, aS vO sugeesT 
Minister in all cases, whether of cooperativ 


should have the power decide whether 


Change had been made for the purpose of 


evading taxes. ie L Book the Minister would Mave ote 
given very wide discretion in the matter. There is a 
obrecogent For that in the Lncome Tax Act. already. 

He Both for non-cooperatives and cooperatives. 


3» ® ee SS i) ’ iF nA G 


BY 
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Minister, but 


vh at = we ni SVorel el 


LOLLow,» LOT 
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of Gaxation.or 


that 


definite set down as a 


We 
ct 


is possibls 


would be my sugges 


THE 
at the reserves 


patronage 


- the ye 


t were done it would qualify as 


building up reserves. Ae 


would 


the government 


MO M= 


discretionary power now; 


for your organization to offer 


SHAT ERMAN : 


importance, Mr. Macdonnell, 


should be paid out as so- 


dividends to each patron in the course of 


ar in which they were earned? 


Say, that that should be done if a cooperat- 
regarded as a true cooperative? 


e so; is that your view? Be) UL Shedd 


a cooperative. 
the revolving door 

Yes. 

GHAN¢ 

to the discretion of the 


eave much 


he Minister has that discretion now. Really 


ed is something definite for the Minister to 


to follow in regard to the matter 


taxation of cooperatives. He has all 


what is wanted is something 
be follow 


law to Do you think 


any suggestions 
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along that line’? A. Yes; I admit we have not produced 
anything very concrete on that: but may 1 go back to my 
people and try to work out something on that? 

MR. VAUGHAN: That is for the chairman to say. 

THE CHATRMAN: Quite. 

THE WITNESS: We will do our best. 

THE CHATRMAN: We are very much in search of 
information, Mr. Macdonnell. 

MR. PARKER: Perhaps I may suggest that one criticism 
which comes to us is that there is far too much discretion 
already in the hands of the Minister. Are you one of 
those wno advocate that there should be additions to the 
already lone list of things now in the discretion of + the 
Minister, estimated by some statisticians at sixty-seven, 
tf think it was;: do: you want to add to these, or do, you 
think speaking generally he should have less? 

THE CHATRMAN: Mr. Macdonnell may not want to tread 
on that erases, Mr. Parker. 

MR. PARKER: Well, if he doesn't, perhaps they could 
bear it Li Wade ea CON SsiAeni ne (hie motten, 

THE WITNESS: We do not like too much discretion 
eiven, LO baxing: authorities, in general... but where, ame, some 


cases in which we cannot get away from it. 


2, PARKER: We will now take No. 7 on the list, 
the Canadian Retail Federation. 

MR. C. F. H. CARSON: May it please the Commission, 
I know you have had a long journey from the west coast, 
with many stopovers, and I gather that during the course 
of these stopovers you have been laden with briefs and 


have heard many counsel. 
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THE CHAIRMAN; This is the ninety eighth, 
Mr . Carson. 

MRi CARSON? -’ ‘Then’ Lt am’ not so far out -in privicipic. 
IT ath sure the Commission will scarcely expect that all 
submissions that are to be made this morning will be e6n- 
tirely new and refreshing. At any rate, even though they 
bear in some respects a similarity to other submissions 
that have been made, the Federation that I represent has 
throughout Canada a very large and widely representative 
membership and in that sense is a strong representative 
voice, and I am sure the Commission will be desirous of 
knowing the position that is taken by that Federation 
in respect to the problems that are before the Commission. 
Now then, in our brief, Mr. Chairman and members of the 
Commission,we have not gone into, nor do I propose in 
my oral representations to go into, matters purely 
of detail connected with cooperative history or cooperative 
orinoiples or economic principles or statistical data. 
The Commission has already been furnished with considerable 
detail and statistics on such matters, and I am relieved 
of any such task by other briefs that have been filed 
giving that information. But the problems before the 
Commission and the. ramifications and complexities that 
are bound to develop out of such problems can in my sub- 


mission be reduced to one simple fundamental issue, and 


[We 
9) 


it Gigs Is there inequity in the present taxation 


ey 


position of cooperatives in comparison with the taxation 
position of businesses directly competing with them? That 
is the real basic question, in my submission. If it appears 
Fiat taxation inequity exists,there should be-no further 


controversy, becnuse it should be indisputeble that such 
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inequity must be removed. Inequity of taxation in my 
submission has no place in our national economy. 
the determination of that one fundamental issue 
in this inguiry into the three matters which are lettered 
(a), (b) and (c) in the order in council -~ I do not need 
to read them to the Commission; I am sure they are indolibly 
written in their minds -- involves in my submission after 
an inquiry into. these three matters: the drawing of attent- 
ion by the Commission in its report to facts which disclose 
Ai Unjust, inequitable: and unfair basis of taxation; and 
if such inequities exist it cannot be otherwise than in 
the public interest that the existing laws be amended so 
as to displace such existing inequities, and this in my 
submission should be the recommendation of the Commission. 
Now, turning to cur brief, we have described in 
the opening paragraph the composition of the Federation: 


"i. The Canadian Retail Federation is an organizat- 


100, representing a number of retail trade associations 
cOliprising a wide variety of retail merchandising and 
service establishments from coast to coast. 

"An important unit within the Federation is the 


Retail Merchants! Association of Canada, a national 
association of retail merchants of all classifications, 
incorporated under a special Act of the Dominion Parliament 
in 1910 (9-10 Edward VII Chapter 156). This association 
has long been a spokesman for the individually or family 
owned type of retail establishment, and represents a cross- 
section of retail business which has played a very important 
part in community development since Confederation, 

Comprised within its membership are approximately 15,000 


such retail stores doing business throughout Canada." 
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I believe the Commission hes already before it 
the brief submitted by the Saskatchewan branch of that 
organization and the brief submitted by the Manitoba 


i 


branch of the same organization. Continuing: 

"In addition to this important group, the Federation 
includes in its membership a majority of the large depart- 
IMent stores across Canada, as Wel ag the chain organizations 


in the food, clothing and specialty Tfislds. 


RTrade associations affiliated with the Federation 


include The National Shoe Retailers’ Association, The 
Canadian Jewellers' Association, The Canadian Pharmaceutical 
Association, The Furriers Guild of Canada, The Canadian 
Bicyele and Sports Goods Association, The Canadian 
Restaurant Association, and 2 number of provincial trade 
organizations. 

"The Federation is thus able to state that it is the 
most representative retail trade organization in the 
Dominion. 

"2. Some idea of the scope and magnitude of retail 
business in Canada may be gathered from The Report of the 
Dominion Bureau of Statistics on Retail Merchandise Trade 
im Cansda for the year 1941, the last period for which 
Souploue Tisures are available. This Teport, reveals 
that there were then in Canada a total of 137,531 retail 
Merchandise stores, which didian annual business of 
po,440,901,700. There were 118 individual kind-of-business 
assifications. Of the total number of stores mentioned 
avove, 128,840 were classified as independsnt and did 8i.1 
per cent of the total retail trade. The report shows that 
the 157,331 retail establishments employed an average of 


592,608 employees and had an annual pay-roll of $314,438, 300. 


on 
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In additio there were 131,823 proprietors engaged in 
the business." 

The retail business is and has been for many years 
atmajor factor in the national economy of Canada, in the 
way of providing employment, facilitating the distribution 
of merchandise and making it conveniently available, 

and contributing in substantial amounts to the tax re- 
quirements of the national treasury. Continuing: 

"The service rendered to the community by retail 
business is so well known as to require no emphasis. 
Likewise, it seems unnecessary to emphasize that retail 
business pays substantial amounts of income and excess 
profits taxes. It would be interesting to tabulate the 
Total tax figures, but unfortunately this is not possible 
because there are no sources available to the Federation 

from which such figures can be adduced 

"3. The Federation and its members, as well as the 
retail trades generally are seriously affected by the present 
orivileged treatment accorded to cooperative organizations 
in the matter of income and excess profits taxation. 

"They -- that is, the members of this Association -- 
are primarily concerned with and this brief will be limited 
to the relative positions of retail enterprises and those 
cooperative organizations engaged in competing operations 
and the result of the tax privileges now enjoyed by 
the latter.” 

We may depart from that a little, Mr. Chairman, in 
some submissions relative to the cooperative principle 
generally, but I think in a general sense our brief is 


limited in that way. Continuing?’ 


> 
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"4, The Federation takes the stand that under a 
free economy, any legitimate form of retail distribution 
which adequately fills a public need is fair competition, 
provided, however, that such competitive form of retail 
distribution does not receive any special favours or 
privileges, particularly in respect of taxation. 

"The Federation believes, however, that the co- 
operative organizations now enjoy advantages under the tax 
laws and their application which are grossly unfair to 
the retail businesses with which they compete, and which, 
in addition, cause substantial and unwarranted losses to 
the Dominion Treasury and are detrimental to the best 
interests of Canada as a whole. 

"The object of this brief is to draw attention 
to the nature and extent of these advantages and to urge 
that taxation with respect to retail businesses and com- 
peting cooperatives should be the same. 

"5. Consumer cooperative enterprises engaged in 
retail business have been organized by or on behalf of 
consumers or have developed from or within producer organiz- 
ations which have gained experience in cooperative methods. 
Though such enterprises may be operated by unincorporated 
associations, the vast majority today have been incorporated. 
Some have been incorporated by special acts of parliament 
or of the provincial legislatures and others under The 
Companies Act (Dominion) or appropriate provincial legislation 
Bach province has Legislation under which such organizations 
may be incorporated. 


"When incorporated such organizations are legal 


holders. As a general rule, they may sue and be suod in 


pieabere 
Ses 
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their own names, have perpetual succession, a common seal 
and limited liability. Capital may be provided by the 
members or shareholders by the purchase of shares or by 
loans to the company. Dividends and interest may be paid 


on the capital so pr ‘ovided. Elected boards of GA Peepors 


wa 


supervise the affairs of such corporations and manager 
qre appointed. They may and do invest their surplus 
moneys and receive rent, interest or dividends thereon. 
th few if any exceptions, all such enterprises 

may and do make sales to others than their members or 
shareholders and generally at prevailing market prices. 
its, after costs, depreciation and reserves, permit, 
Gividends are as a rule paid to the shareholders. or 

members in proportion to the amount of their purchases 
rather than in proportion to their capital contributions. 

WSuch dividends are commonly known as ‘patronage 
dividends!. Dividends are sometimes paid to non-member 
purchasers, the amount of which is determined in the same 
manner, but almost invariably at a rate lower than that 
vaid to members or shareholders. Cooper ative corpar ations, 
not their members, own the assets and conduct the business 
buying, selling, advertising, and managing -- by methods 
similar to those established in the retail trade. 

"lhe only difference between consumer coopers ‘tives 
and other retail enterprises lies in the description given 
to the moneys available for distribution. Cooperative 
enterprises generally adopt the word ‘savings! as the 


> 


description of such moneys and distribute them under the 
name of "patronage dividends’ in propo ortion to purchase 
Other retail corperations recognize such moneys as Drorivse 


and distribute them in proportion to the number of shares 


held. 
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"The basis of the patronage dividend paid by co- 
Operatives is identical with the basis of the dividend 
paid by other companies -- in that the amount or rate os 
dividend is determined by the profits derived from the 
business as a whole. 

"The word 'savings' is a misnomer because, as 
indicated above, the operations of the cooperatives are 
identical in every respect with the operations of other 
retail corporations." 

Let mé put it in this way: the cooperatives carry 
ie Vis sane re yell operaulon-or  buylie zoots at Vx" 
ao. .Vvers' “and “selling them at "y" dollard, so that the 
difference after deducting expénses of operation is "z" 
dollars, and that difference in my submission is profit. 
They necessarily have premises in which the business is 
carried on; they employ managers and clerks to carry on the 
business, and generally their merchandise is available for 
Dee enese DO See public at large. On that fooving, 42 2 
am right in my premises, they carry on a trade or business 
in the truest sense. Continuing: 

"It may be thus seen that in the case of cooperatives 
their. structure, business methods and sources of distrib- 
utable funds are for all practical purposes the same as those 
of ordinary retail enterprises. But when it comes to 
taxation, there is an amazing difference in their treatment. 

"6. The income of all retail businesses in 
Canada (subject to the prescribed exemptions) is taxed 
under The Income War Tax Act and The Excess Profits Tax 
Act. On the other hand few, if any, cooperatives are 
taxed undey either Act. 

"7, The freedom from taxation in the case of coop- 
eratives appears to have been obtained on the theory that 


their so-called 'savings' do not come within the definition 
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Or ‘income’ in section OG of The Income War Tax Act. or 
that such savings are expressly exempt by the provisions 
of clauses (g) and (p) of section 4. 

"In the case of consumer gOOperatives, it is 
respectfully submitted that their so-called 'savings' 
are in fact profits that clearly fall within the above 
definitvon Of ineome and that few, if any, such organiz= 
ations qualify for exemption under the true interpretation 
of clauses (g) and )p). If, however, there is any room 
for doubt that such so-called 'savings' come within the 
above definition of ‘income' or are exempt under the 
provisions of clauses (g) and (p) it is respectfully 
urged for the reasons set forth in this brief that the 
legislation should be amended so as to make it clear beyond 
question that the so-called 'savings' are in reality tax- 
Abe Tnecone. 

"8. The material provisions of both statutes are 
quoted as follows:" 

Then i do not need to read those provisions,’ but 
we thought it convenient to have them at this stage of our 
vrief where we are making some point of what the language 
meant. We set out the definition of “person” generally 
under the [icome War Tax Act, that it includes body 
corporate; and then the definition from Section 3 and the 
exemptions of 4 (g) and 4(p). Then we quote from the 
Excess Profits Tax Act the definition of “person" again, 
me. ths definition of “profite"; on pege-/,. persons 
liable to tax, and profits not liable to tax. Now may 
I just pause there, Mr. Chairman and members of the Commission 
to suggest -- and I may be anticipating something that is 
contemplated -- that if the Commission has not already had 
made available to it, it would be useful in this inquiry 


tO have all regulations, if there are any, of the Department, 


hie om Nee 
{ote ba 


ri i iW 


=—2536— Mr. Carson 


and all rulings and directives that have been issued or 
Are in circulation in connection with the application of 
these provisions; because it does seem to me that under 
the order in council that is an essential matter of inquiry 
in connection with the problems entrusted to the Commission. 
Under clause (a) of the order the Commission is asked to 
inguire into the present position of cooperatives in the 
matter of the application thereto of the Income War Tax 
few ena the Hxedss Profits Tax Act, 1940. "We all must 
recognize that the Income War Act gives rise to questions 
of interpretation, debatable questions, and those questions 
must necessarily be considered by administrative officers 
in Ottawa and of the collection centres in Canada. 

THE CHAIRMAN: That material is all available to us, 
Mr. Carson. 

MR. CARSON: I am very glad to hear that, Mr.Chairman. 

THE CHATRMAN: This might be a good point at which to 


V3 8 1 8 Ss Rares a a 


The Commission adjourned at 12.45. 


The Commission resumed at 2.15 p. tm. 


MR. PARKER: Mr. Chairman, before my learned friend 
continues may I say that 1 have just been handed an 
appendix to the submission of the Canadian Manufacturers! 
Association, as was mentioned this morning; ten copies to 
be filed. We can look at that later and possibly if there 
‘re any questions to ask they can be asked. 

THE CHAIRMAN: Mr. Carson, will you continue? 

MR. CARSON: I was glad to learn before the adjourniiuur, 


Mr. Chairman, that the Commission had been furnished with 
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all rulings and regulations that were applicable or 
pertinent A oe matter of the taxation of cooperatives. 
May I with respect earnestly urge upon the Commission 
that these rulings should receive most careful study with 
a view to considering whether they are intra vires of the 
legislation as it now stands and as to whether they are 
consistent throughout Canada. I suggest that because, 
18 One may well appreciate, in legislation of this kind 
rulings emerge out of an individual's interpretation of 
particular legislation, and there is room for difference of 
opinion as to interpretation here. Certainly it is to be 
esired that there should be uniformity throughout in 
connection with a matter of this importance. 

Now, returning to the brief, after quoting the 
legislation on pages five, six and seven, we come to 
paragraph 9 at the bottom of page 7: 

"9, It is believed that cooperatives have adopted 
the practice of deducting patronage dividends as a-pusiness 
expense before arriving at the so-called 'savings'’. No 
other corporation is permitted to deduct dividends paid 
to its shareholders before arriving at its taxable income. 
It is respéctfully urged that this inequity be removed.” 

May I say that that is an inequity so transparent 
in my submission as to require no elaboration whatsoever. 
Continuing: 

"This Federation has no knowledge as to whether 
patronage dividends are taxed in the hands of the recipient. 
If not, it is respectfully submitted that so long as 
dividends’ paid by an ordinary corporation are taxable in 
the hands of shareholders, patronage dividends should be 


Similarly taxed. 
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"10. In the case of wholesale cooperatives not 
paying such taxes, a further advantage accrues to the 
consumer cooperatives in that such wholesalers are enabl- 
ed as a result of their tax saving to pay higher patronage 
dividends to the consumer cooperatives who are their 
customers and usually their owners. 

"ll. Few cooperatives distribute all their profits 
in any year or period. The tax advantages that have been 
referred to have enabled the cooperative organizations to 
amass large reserves at a time when competing enterprises 
are endeavouring to maintain their positions in spite of 
the heavy tax burdens imposed upon them. These reserves 
have in large part been expended in developing and extend- 
ing the operations. of the cooperative organizations and 
in the purchase of competing organizations and in the 
formation and financing of wholesale enterprise. Thig 
expansion increeses the severity of the competition faced 
by the remaining retail stores," 

Then may I just interject a comment Chere, Thay 
ordinary retail corporations can only provide for future 
expansion if they have anything left to put aside in re- 
serves after payment of the heavy income and excess profits 
taxes that now exist. Continuing: 

"12. Appended hereto as Exhibit "A' are tables 
illustrating the result of the difference in tax treatment 
2s between consumer cooperstives and comparable businesses." 

If the Commission please I will not stop here to 
refer to these tables. I have with me an accountant who 
can explain them, I am sure, much better than I can. 
Continuing: 


"13. The tax exemptions enjoyed by cooperatives 
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constitute, it is submitted, a subsidy granted to one form 
of retail enterprise partially at least at the expense 

of the other. The unchecked continuation of these 
privileges must inevitably lead to the complete exclusion 
of individual, family and corporate owned enterprises 

from the field of retail distribution. 

Nid. The original purpose of the mutual or coop- 
erative movement was to obtain the benefit to be derived 
from group purchases of commodities in bulk. Such benefit 
arose Irom the savings effected by the group or certain 
members of the group performing functions or undertaking 
risks which would otherwise be performed or undertaken by 
persons engaged in trade, 

"The only true form of consumer mute Or CcOOperative 


endeavour is that in which a group of individuals provide 
funds for the bulk purchase of a specified commodity in 
the proportions in which they propose’ to divide the 
coumodity. The commodity is then purchased and distributed 
in such proportions. If funds have been provided in excess 
requirements such surplus is divided among thé contrib- 
utors in the same. proportions. In such a case the term 
PeuLrOlus es applied tO such excess Lunds 16 .FLtt ing) and 
the term 'profits’ would be inappropriate. Immediately 
upon purchase each member of the group can readily identify 
and demand his share of the commodity and earmark and 
control the destination of his share of the surplus funds. 

"When any departure is made from this simple formula, 
the operations of the group cease to be mutual or coop- 
erative in the true and strict sense. 

“For instance, if the group purchases various 
commodities in bulk over sa period and makes distribution 


at the end of the period, it follows that unless the 
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transactions are kept entirely separate not every member 
of the group will contribute his proportionate share of 
funds for the purchase of any one commodity. The surplus 
arising from any one purchase will not be identical with 
that arising from any other and it would be difficult if 
not impossible to determing any member's true share of the 
surplus. Hach member would necessarily reeeive more or 
bess han hie true share’. 

"Ownership in the undistributed portions of the 
commodities must remain in the group as no member could 
identify any partias being his own, and since he could never 
accurately determine his true shere of the surplus his 
right to determine its destination is lost. If the whole 
surplus be not distributed at the end of each transaction 
but reserves be set up, each heaber would receive benefits 
that had no direct relation to the contribution he Mae. 
If the membership changed from time to time each new 
member would receive benefits out of all Proportion to his 
contribution. In such circumstances the excess funds 
could not properly be termed 'surplus'; they are in reality 
‘Prorives sarising from an ‘ordinary trading operation. 

"When the group transactions have departed from the 
oriei nal pecnin idea and have developed into corporate 


enterprise and o 


? 


sration along the lines earlier described, 
it is submitted that all traces of the original mutuality 
and cooperation have vanished. It has become an ordinary 
trading enterprise motivated by the same purpose as any 
other trading enterprise, namely the Making of a ‘profitt. 
The ultimate destination of that profit once it has been 
earned cannot alter its true nature -- it is still a Pror cb. 
"15. The fund available to cooperatives for the 


payment of patronage dividends consists of the profits 
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F 

arising from trade with the public and income from invest- 

ments. The earner ens increased by Sales to the public 

at large. Thus patronage dividends cannot truly be said to 

represent merely the return of surplus funds provided by 

the member or sharehoider for ths purposes of the enterprise. 
PIG, Me; GupmiSssiton that the modern consumer co- 

operative in Canada is in'reality an ordinary retail trading 

organization is supported by the findings of The Chancellor 


a) 


of the Exchegquer's Committee appointed in England in 19382 


40 inquire into the position of cooperatives in relation 


et 
Oo 


> income tax. The cooperative organizations in Canada 
re largely modelled on the British organizations. This 


Committee reported in part as follows:" 
I will pass over the Report of the Committee. 
THE CHATRMAN: We have read it, Mr. Carson. 


MR. CARSON: I will continue with paragraph 17: 


- Consumer cooperative activities in Canada 


9 


wT 
originated as far back as 1861 when a cooperative store 
was opened at Stellarton, N. S. When the Income War Tax 
Act was introduced in 1917 there were relatively few co- 
operatives in existence and the movement had met with 
little success. Their freedom from taxation was then 
rebatively unimportant.to the rest of the community. At 
that time such organizations were exempt in England where 
the cooperative movement originated. The volume of business 
transected in Canada was insignificant and the tax rates 
were low. The resulting tax revenue, if such operations 
had been taxed, would probably not have paid the administ- 
trative and collection costs. It may also be assumed that 
because of the economic status of the interested groups, 


which were largely associations of primary producers and 


wage earners, it was considered desirable to encourage such 
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groups. This encouragement is reflected in the enactment 
in 1950 of section 4 (p), following a judgment of the 
supreme Court of Canada holding that the income of a 

milk producers cooperative company in British Columbia 

was tuxeble under the Act as it then stood. (Fraser Valley 
Milk Producers Association v. Minister of National Revenue 
(io) es Re. 455). 

"18. Compared with the relatively insignificant 
position of cooperatives in 1917, figures compiled by The 
Dominion Bureau of Statistics in its Final Report on 
Merchandise Trade in Canada issued in 1944 reveal that in 
1941 there were 445 cooperative retail stores in Canada 
doing $19,839,000 worth of business annually in consumer 
zoods. 

“More recent figures from the Province of Saskatchewan 
indicate a phenomenal growth in that provinee. The official 
report issued by the Saskatchewan Department of Agriculture 
for the year ending April 30, 1943, states that there were 
488 cooperatives transacting retail business in that 
orovines in 1942, and 524 in April 1943. Sales of these 
organisations increased in 1942 by more than $2,500,000. 
it is also stated in the above report that during the same 
period a number of cooperative retail associations expanded 
their operations under permit from The Wartime Prices and 
trade Board through the purchase of retail stores, 

"Concurrently with this growth in Saskatchewa, it is 
interesting to note that the number of consumer cooperatives 
in the Province of Quebec increased from 11 in 1939 to 40 


in 1940, and to 110 in 1943 with a total business in that 


CA 


year, OF Well over $2,500,000, 
’ ? 
"It will thus be seen that the consumer cooperative 


movement has not merely departed from the original concept 


me IGA Mr. Carson 


of mitual trading among primary producers and wage earners, 
but has also achieved the status of what is popularly 
known as 'big Dusiness' in terns of total volume. 

hd me Concurrently with the development of the 
consumer coopérative movement the rates of taxation on 
other forms of retail enterprise have been increasing 
sharply. This increase in tax rates in recent years has 
caused the tax freedom of consumer cooperatives to grow 
progressively more serious from the standpoint of ordinary 
retail enterprises. 

"As a result of this favoured position the cooperatives 
have been able to distribute patronage dividends and accum- 
ulate reserves in amounts undreamed OP din EOL cS eyes 
Operative movement is expanding at an accelerating tempo 
and is acquiring competing retail enterprises, many of 
which can no longer survive competition so grievously 
unfair. The expansion of the movement directly increases 
the volume of business which is tax exempt and results in 

direct tax loss to the state. 

“The severity of the tax loss in 1941 is demonstrated 
oy the fact that farmer cooperatives alone in that yeer 
had sales of p242,158,305, and had accumulated reserves 
Or profits of $42,900,000. With the continued expansion 
of the movement as a wholes, the tax loss to the state in 
respect of all cooperatives must be steadily increasing 
and must now be very large, 

"20. That the Dominion Treasury is in urgent need 
of tax revenue requires no emphasis. There can be no doubt 
that this need will continue not only for the duration of 
the war but for a long period after the war for post-war 
rehabilitation and pensions, for! the financing of post-war 


projects and for the discharge of heavy debt obligations 
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ineurred during the war. 

"The national treasury is now losing the taxes that 
would have been derived from the volume of business now 
bransacted by cooperatives if this business had been left 
ijn the hands of ordinary trading coipanies. If patronage 
dividends are not being taxed (as to which the Federasion 
has no knowledge) the state is also losing the tax revenue 
which it would have received had such dividends been paid to 
the shareholders of an ordinary treding company. 

"2l. Apart altogether from the direct tax loss, the 
festii OF This diseriminabion must be to neers the 
burden’ of taxation imposed on the public generally as well 
as On competing businesses. The latter are compelled not 
only to meet favoured competition but also to contribute 
indirectly to the prosperity of the favoured competitors. 


It is self-evident th'at the 


present taxpayers of Canada 
are being compelled to pay higher taxes as a result of the 
cooperative tax freedom. It is respectfully submitted 
that this is neither equitable nor economically sound. 

"22. 4 tax policy which in effect subsidizes a 
particular economic group at the expense of remaining 
sroups ‘is unsound in principle for several reasons includ- 
ing the following: the subsidized fTOup en ioys the 
protection and benefit of the laws of the country and the 
services of the state, including in war time the protection 
or the armed forces, .all without peyment of a proportionate 
Share of the cost involved; the per capita cost of govern- 
aent to the remaining groups is increased; the policy ise 4 
direct encouragement to other economic groups to seek special 
treatment, thus tending to create unrest and friction in 
the body politic and to cause instability tn‘the national 


economy. 
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W253. In the present national crisis the financial 
needs of the country are of overwhelming urgency. It is 
anything but equitable that in times of such stress one 
group should continue to enjoy tax freedom which no other 
group could hope to obtain. 

"e4, The application of equitable principles of 
taxation would not, it is submitted, jeopardize the 

timate expansion or continued prosperity of the 
consumer cooperative movement. 
4 "25, Until 1933, the cooperative movement in Great 
Pritain received similar favoured tax treatment. | ln that 
year, after an inquiry by a committes appointed by The 
Chancellor of the Exchequer these privileges were with- 
drawn and the cooperatives and their shareholders have 
Since been taxed on exactly the same basis and at the same 
rate as ordinary corporations and their shareholders. 
Nevertheless, it is evident that the withdrawl of this 
privilege has in no sense hampered the operations Of ule 
British cooperatives, who, according to an item appearing 


in the November 1943 issue of 'The Co-op League News 


Usa 


Survey’, did a business exeseding ons billion dollars. 
The following quotation is made from that publication: 

'The British consumer cooperative societies reported 
heir greatest volume of business in history in 1942, 
h spite of wartime shortages and restrictions on trade, 
the Research Department of the Co-operative Union has just 
announced. 

‘Retail trade of the co-ops moved forward more than 

68 million dollars during the year to reach a record total 
of $1,277,795,924. This was an increase of 6.69 per cent 


over the previous year and, as the report points out, 
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"os against the position in 1941 this high cash figure for 
1942 indicates a real increase in volume sales for between 
194] and 1942 there was practically no change in the 
Crise coe Ot eiving’. “The weporticoncludés, "tits 
surely must be acknowledgcd as a remarkable achievement 


a 


when it is remembered that limitation of supplies reacted 
more severely than ever on retail trade in general". 

'In every section of Great Britain membership increases 
were reported. The total membership now stands at 
6,924,868, an increase of 151,615 new members. This is the 
highest increase since the war began. The increases in 
19¢0 and 1941 were 73,661 and.56,661 respectively. 
Commenting these increases the Co-operative Union 
reports that “while the figures in 1940 and 1941 indicated 
the manner in which the confidence and loyalty of members 
Wore retained in the most ditficult circumstances, the 
1942 figures indicate the growth of that confidence and 
Loyalty in a relatively better trading period.” 

"26. In conclusion, it is submitted -- that consumer 
cooperatives are no longer true cooperatives effecting 
‘savings! for their members but have now reached the 
full stature of trading enterprises identical in all 
respects with retail business; that their so-called 
‘savings! are profits in the true and ordinary sense; that 
so long as the income of ordinary trading enterprises and 
corporate dividends in the hands of shareholders are taxed, 
the competing cooperatives and their members should be 
subject to the same tax treatment; and that a continuation 


or their present tax freedom would be grossly inequitable 


not only to their competitors but to all other income tax- 


payers and would deprive the state of tax revenue to which 
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Lt 18 justly entitied. 


"Dated at Toronto this 3rd day of February; 194534 


The Canadian Retail Federation, 


6 Adelaide St, Hast, 
, LOroncae 


Document filed with brief: 


Exhibit "A" - Tables illustrating result of 
Giferencts in tax treatnent.as 
between consumer cooperatives 
and comparable businesses. 


Now then, if the Commission will permit me, 1 would 


like to ask Mr. Middleton about the examples that follow. 


x. J. MIDDLETON, C._A., 
having been duly sworn 
testified as follows: 


BY MR. CARSON: 


3+ Mr. Middleton, you are I believe a chartered 


SecCOuUnLenS practicing in Toronto. A. “Tam. 
Q Associated with what firm? A. Williamson 


Rutherford and Oompany. 
Q- How long have you been a chartered accountant? 
A. Seven years. 

Q it think you were responsible for the preparation 


of the examples thet are set out in Exhibit ‘*A™ to our 


9. Be good enough to look at example No. 1 and 
explain to the Commission what that discloses. 
A. Example No. 1 proposes to give a comparison of relatively 
identical businesses as between independent retail stores 
end 2o0perative “<= that is, businesses doing approximately 
the Same volume of sales. 


Q- Let me ask you this, Mr. Middleton, First, the 
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independent retail store at the top of that page -- 
| operating results for 1943; are these actual figures that 
you have taken from the annual statement of an actual 
company? Hs 1 ORS cease of Exempla No. 1 the independent 
retail. store figures were figures taken from the brief 
which was submitted by the Saskatchewan Provincial Board 
of the Retail Merchants Association of Canada. That 
was submitted at Regina, and to the best-of our knowledge 
these were figures taken from an actual case. 

QO. wand then you show in the example that such store 
naving sales of $125,500 in 1943 at a cost of $80,000 
resulted in a gross profit of $45,500, and after deducting 
| expenses of $58,600 there was a resulting net profit of 
| eo, 900«8 “A. That as CER Us, “Sir 


| 4- and the dominion income and excess profits 


taxes on that net profit were $2,700? &. Correct. 

Qs , leaving a balance available for dividends, 

empeds ou, etc. of $4,200. A. Rieht,) sir. 

Q- «And then you give the figures for a western 
cOoperative association; from what source did you get these 
Pigures? fe thas te Ss case taken from ‘the published 
report of the Govan Co-operative Association of Govan, 
Saskatchewan. 

Q- And you show there an amount of sales Paar Ly 
comparable with the independent retail store, that is, 

P1004, 200, at a nost of ~88,500, giving a gross Prelit on 
pl5,800, from which are deducted expenses of ~10,500, leaving 
whet is described as a net operating surplus of $5,300, end 
then there are some other additions,making a total surplus for 
Loe Veer avaiiable for dividends, expansion, etc., of 


7,500. And then you have in here: “Had this association 
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been operated as a private concern, it would have had 
to pay Dominion income and excess profits taxes amounting 
to approximately $2,900." A. That is based on 40 per 
cent of the surplus available for dividends and expansion. 

Q- «and you.have worked that out? <A. Yes. 

je «and then coming to Example No. 2 of Exhibit pt ae 
you have an independent wholesale company with retail out- 
lets, and the operating results for 1943; what was the 
source of these figures? Was it from a financial Pease. @ daly 
that was made available to you? A. No, those were not 
from a financiel report; they were from the Saskatchewan 
Provincial Board's report. 

4. sand then you worked out this statement from those 
reports? ie Lees 

Q- and that shows you did not have the details of 
Saies, gross profits and expenses, but you did take ge 
figure of net profit, $755,000, upon which that independent 
colpany paid dominion income and excess profits taxes of 
~553,000, leaving a balance available for dividends, expansion, 
etce., of 202,000. A. That is right. 

Q. Then you put Opposite that an eastern cooperative 


issociation; operating results for last fiscal half-year 


period ending in August, iga4, Multiplied by twor-- 
arbitrarily multiplied by two, I suppose. A. Arbitrarily; 
no correction was made for any possible seasonal trends. 

Ye just multiplied by two in that case. 

Q. From what source did you get these figures? 
Those were taken from the published report for the 
76th half-year ending August 2, 1944, of the British 
Canadian Co-operative Society Limited. 

Q. This is from the printed report for the 76th 


~ 


half-year ending August 2, 1944, and according to that report 
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they have a central store at Sydney Mines and eight other 
stores This will be Tiled ss Exhibit L to the brier. 
hocording to that, using 2 as a multiple, you have sales 
of $1,790,000;cost of sales, $1,376,000, and a gross 
profit of $414,000, with expenses of $294,000, and that 
shows “a net profit of $120,000; other income $2,000, 
making a surplus available for dividends, expansion, etc., 
of ¢122,000. “Assuming that this cooperative association 
had been a privately operated concern and assuming that 

as such it might have had a standard LOD Os 100, O00, 

it would have had to pay Dominion income and excess profits 


taxes Of approximately $52,000, It would have been entitled 


to a post-war tax refund of approximate ly-$1,067." and 


that is worked out by you, is it? Get IOS 
Qe «aS a matter of computation? bight) OS 


R Did you find eanythine in the printed document 
iit nas Deen tiled as’ an Mxehibit to indicats thet tha 
particular cooperative company, the British Canadian, paid 
any taxes on its income or reserves or surplus? A. There 
18 2 reference to taxes of some $12,000, but based on that 
amount I think it is safe to assume they would be property 
vaxes, real estate taxes. 

me 1 ai spsaking now about federal taxes. A, No, 
no indication of any such taxes having been paid. 

3. Then take Example No. 3 on the next page, which I 
think speaks for itself. You have taken three independent 
retail organizations and shown their operating results -- 
Company a, Company B and Company C. Are those actual 
figures, or are they taken from reports ---? <A. Those 
figures are taken again from the Saskat chewan Provincial 


Board's brief, taken to the nearest correct hundred dollars. 
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Q- ind taking Company A, with annual earnings of 
$56,400; estimated dominion income and excess profits 
taxes, less refundable portion, $44,500; balance avail-~ 
able for dividends, expansion, ete., $11,900? 4. That 
is true, 

Q. You have worked that out, I Supposs. As No; 
those are the figures as given; we had no way of proving 
them. 

oe toer 1 dO noo tmnk — heed read ALT oF Ghise; 
the Commission can see what the results are as to Company 
Band Company C. Then the note Says, “Had the above 
companies operated as cooperative organizations, they would 
not have been subject to Dominion income and SxXCOss pror its 
taxes." Then take Example No. 4, somewhat larger in 
amount, an independent retail chain drug company, operating 
results for 1943; and these figures I believe are taken 
from the actual report of such a colpany operating in 
Canada? a. Those figures were taken -~ 

io ite Perker telle me 2%: is not necessary to mention 
names, 4. They were taken from an independent company; 
the figures were provided by the Corporate Security pervice, 
then were examined by me and extracted therefrom. 

t- And that company with sales of $5,290,000 in 1943 
had net earnings of $589,000; their provision for dominion 
income and excess profits taxes less refundable portion was 
7094,000, leaving a balance available for dividends, 
expansion, etc., of $195,009. Then you compare with that a 
western cooperative wholesale society, and its operating 
result for the same year, 1943. May I ask you where these 
figures come from? i. These figures were all taken from 
tne Saskatchewan Provincial Board's report and related to the 


Saskatchewan Co-operative Wholesale Society Limited of 


ye A 
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Saskatoon. 

Q. And they show sales -- A. We had no detail 
about the make-up of the $96,458 there. 

Q. That is why you take the sales of $3,751,000? 
ie YOSe 

Q. and show net earnings as $96,468; nothing paid 
in taxes, leaving that balance available for dividends, 
expansion, etc. 

BioMR. (PARKERS 

Q id take it, Mr. Middleton, that: these examples 
are for the purpose of showing, as you say, that by allowing 
cooperatives to carry on as they do, the State loses 4 


a 


certain amount of taxes which it would otherwise get? 


Q@. If the same business wes carried on by a private 
corporation? He” PRRAGHL ys 

Q. Of course we know that private corporations pay 
taxes as the law provides; we know that. In showing these 
Cipures did»youy take into consideration the fact that 
what you have called profits for cooperatives, to the extent 
that they are distributed to members of cooperatives, 

increase the amount of personal income tax these recipients 
would pay? A. That would be true. 

Q- You didn't take that into consideration in 
setting up these figures? A. These figures were taken in 
most cases in the case of the cooperatives -- for instance 
io Example No. 1, Govan Co-operative Association Limited, 
directly from its financial report, and the surplus avail- 
avie for dividends and expansion, $7,300 to the best of 
our Knowledge was the surplus before any patronage dividends 


were paid. 
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Q- How good is your best Knowledge? A. The actual 


published statement itself. 


Q- What does it say? Is it before or after? 


They come to trading account, and it shows inventory 


of merchandise supplies -- 
‘> want to read all that; does it show 


se figures are before or after payment of 


whether these 
A. It would show that these figures 


Matronage dividend? 


are before patronage Cividend, yes. 
Q- All right; one-half or three-quarters or whatever 


roportion of that is paid out in patronage dividend, and 


to that extent the recipients of these patronage dividends 
ersonal income tax? Ay That 28° correct. 


would pay t 
Q. Assuming they are taxed. A. Assuming they are 

taxed on patronage dividends, 

Q- You have no reason to suppose the recipients 

neome dO NOt pay tax on it? A. No, I have no reason 


bo doubt that. 

Q. -And you have no information 
Should be deducted from your estimated loss of state income 
7 medio tie against that whatever increased amount might 


a3 to how much 


b - 


Ca 


paid by the recipients of patronage dividends? 


Nos thal 18 guite right. 


fis 
Q- And that would be substantial at any rate? 
B. OT Course we are takine the figures —- 


My question is would it be substantial. You 


Qe 


cnow enough about 


i fOr sGiets Ae LD just: didn" sore 
understand that question there. You mean the patronage 


dividend might be substantial? 
Q- I say if the profits to the members of cooperatives 


iré not taxed and they are paid 


out in patronage dividends, 
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the recipients would have greater inccme and would un- 
doubtedly pay more income tax? Foe QUAGC  UPUSs 

9. But you have no figures as to how much that 
would be? Fee) Os 

9. It would depend on the number of taxpayers? 
Bet Yes. 

Q. And the amount of the man's income apart from 
that patronage dividend, and a number of other things? 
Ae Yes. 

6; Bub the point is that your illustrations work 
out ih a manner which would leave the inference that the 


State was being deprived of a greater amount of income 
than probably it really shows’ Ao LL WOULOn DULG 
that way. 
MB. CARSON: It is not intended to leave any such 
impression. The statements speak for themselves. 
BY Mihy PARKER: 
7 Did you prepare this brie ,.or help. Go prepare 


aot eS oNG. 1 Gidn't. lL prebarcd Only tie: Pieures sia 
’ a ots < 


‘MR. CARSON: I am not-.qualifying Mr. Middleton to 
answer questions on the brief itself. He has only 
appeared here to substantiate the figures and tell their 
source. 

MR. PARKER: Is there anybody who can do that? 

BY Mh! BELLO Ts 

9. Have you examined the statements of quite a 
number of these men in the retail stores? A. Other 
than as indicated in here -- yes; I have quite a number 
of clients of that type. 

». Do you find that among stores doing about the 


same volume of business there is some variation in the 
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Surplus available for dividends and expansion? A. Yes, 


there i8 variation. 


Q- May I direct one or two questions to the witness, 
Mr. Chairman. Referring to ESS: NOs Pct Baa 
Mr. Middleton, you will note that in Example No. 1, 
independent retail store, the Mark-up, what is, bie 
difference between $80,000 and $125,000, is in round 


figures 56 per cent? He The sross prorit? 


| Ga nee 6 A. We usually work out 2 mark-up based 
; on Sales volume, but you are taking it on cost of sales, 


| ; é ee ee 
| Q- In any case the gross profit is v9 , O00? 


Ms if you Look aby the other example, the western 


Cocperative, you will \see that the mark-up is 16.9 per 


Conn 4—"say 17 per tent? i. That would be true, yes. 
Q- So that where the private organization required 


Do Dakers provit of “56 per cent, the cooperative, endeavour- 


tne to do this’at cost) has a Marketp ror 406: tou?) wper 


SSNS; Uhat Le coprect? &. These figures show these 
results. 

Q@- You have made a study of the cooperatives; are 
you aware that the principle on which cooperatives function 
13° tO operete- at Gast? 4. Presumably. 

Q%- «snd you find that the cooperative is fairly 
successful in achieving that purpose? Ae Richt, 


Y- And there are others you have examined that have 


been fairly successful in operating at cost? A. Yes. 
4. You are also familiar with private business; is 


it usual for private business to have a mark-up of 56 per 


cent? 4. In some cases it might be higher, sir; in other 


cases much lower. 
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Q- With regard to Example No. Ly WEE row SST: 
the Commission what the net profit of that organization 


was in 1942? A. I haven't those figures available, 


Q Can you tell the Commission what the profits 
were in 1941? &. No, those figures are not available. 

Q Can you tell the Commission whether OM IOC ag 
spite of taxes the net income increased aquring the years 
1941, 1942 and 1943? Be NOE do Wot thine scam! elt. 
that -~ no, I can't give you that information. 

Q- Very well. In what commodities does the retail 
euorme Telerred to in Example No,.1 déal? As il weaver’ % 
that information either, I am afraid, sir. I have only the 
iaformation as it is shown in that example of the Saskatch- 
ewan Provinciel Board. Apparently no detail was given 
there, to the best of my knowledge. 

Q. In what commodities does the cooperative associat- 
ion deal? Ae That would be found I believe in their 
financial report. I haventt+ that before me now; we 
Submitted that to the Commission. 

an You haven't that information? fi. No, other 
than what is in the report. 

MR. CARSON: The report is here. That is the Govan. 

THE WITNESS: I beg your pardon? 

BY- MR. FRANCIS: 

% Iam speaking of the Govan. &. It would appear 
that Govan deals in quite a number of commodities, princip- 
coliy groceries, and they have also reference to oil -- 
oil and grexse, gas and tractor fuels -- 

Q- Let us take oil. Does the Govan Co-operative 
ceol in twine? The point I want to make De oUnL es. iss eS 


farm supply and itwould be an expense item in the individual 


x 
ee 
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income tax return, A. I assume it does deal in twine. 

Q- Will you please tell the Commission? We would 
like to know the facts. Aw lJ have only the facts as ‘in 
(irs reports Ll cana submit this report to the Commission. 

The sales are gas and tractor fuels, oil and grease, coal 

and wood, groceries, hardware, which I presume would include 
twine; then they have apparently a trucking service. Those 
are, all the activities referred to in their financial report. 

4» That is the information I wanted. Now I would- 
like to draw your attention to Example No. 4. I notice 
you have taken an independent retail general drug company? 
hevares. 

Q- Will you please explain why you have compared an 
independent retail general drug company with a western co- 
operative wholesale society? A. The comparison wasn't so 
Muehein like s8uia was in size of business. It is\ in rex 
lation to volume of sales, 

Q. In what type of business does the Western Co- 
opsrative Wholesale Society deal? What are the commodities 
handbed by it? A. That would be difficult for me to 
say -- that is the Saskatchewan Co-operative Wholesale 
society Limited. It doesn't state in this Tepert, thau.s, 


in the Saskatchewan Provincial Board's eport it doesn't 


Q- That is all information I think would be interest- 
ing to you. What percentage of the business OFS 754, COO 
is farm supplies on which the individual woulda pay income 
taxes? Bs 0L haven't thet information available: 

- Now, do you think it is a fair comparison to take 


a retail general drug company and compare it with a co- 


Operative wholesale supplying goods to farmers? A. We 
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ere not trying to draw any comparisons as between net 
earnings or the operating results before taxes. It is 
understood that in many cases cooperatives would have a 
much lower mark-up; that is entirely their business. We 
are not criticizing the Gperations of the cooperatives in 


themselves, We are not eriticizing those; it is only the 


ie 


vosulte of the operations in so far as they would be 
affected by income and excess profits taxes. 


ill you please tell the Commission the net 


HJ 
e 
— 
= 


orofit made by this independent retail general drug company 


| in 1942. foe b weve tie Tar Ornati on at tne porrice: 
| haven't that infofmation here. In 1942 I believe it was 
somewhat less. JI think it would be over $400,000 -- that 
23 purely @0 expréession.of opinion’ at present. 


O«, then will you please withdraw it until vou have the 


Facts. ie ees; 


Q. With regard to 1941, do you know what the net 


PRorin Of that retesiledrug company was? A. No, DL cannot 
tell that offhand. J can get that information very readily. 
though. 

0. Dub the fact is. that tn spite of all the taxes 
that were paid, the independent drug company did in-1942 
have a profit for its shareholders of $195,000: is that 
correct? ie Vat Ls. true. 

BY THE CHATRMAN: 

Qe Phere 15 no intention of trying to show the 
competitive picture? wie NO, Sir. We ars aware that there 
LS quite conceivably a much smaller Iark-up and possibly 
smaller profits in the case of the cooperatives. That is 
possible -- not necessarily general, bub it is possible. 


BY MR. FRANCIS: 


®- In regard to the British Canadian Co-operative 
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society Limited, some reference was made to the distribution 
or patronage dividends. To whom don those patronage divid- 
ends go? A. ls that statement in the hands of the 
Registrar? (Examining statement). In the cost statement 
shown here, and it is for only the six months period, there 
is shown a net gain, or a.disbursable balance; Father,’ oF 
$36,597, and 16 states here: "Balance for the half-year 

as shown by the gain and loss statement amounts to $61,974, 
which after making due allowance for the interim surplus 
for the May period* -~ that ig they had disposed of some 
PeByOUO before Ghat "1eaved! 4 disbursable balance of 
~26,597.30, which we propose to distribute as Tod Lows: 
returns on embers purchases at 6 per Genb sy 27 201 

returns on non-members trade at 3 per cent, $443; depreciat- 
ions on properties, fixtures, ebe., $8,651," giving a 

total of $36,597. 

Qe This distribution would in some cases increase 
vhe income of members? A. Yes. 

Q. Have you any information as to whether the members 
would be taxable personally for income tax if etch vsmuslmatele 
receive these surpluses? AGEN 

2. You have no information on that? A, ANOS 

MR. CARSON: I do not know what the facts are, Dub 
Mr. Francis seems to cross-examine on the assumption that 
the dividends are exempt in the hands of the PoOiod Cth iL 
do not know if that is the case, 

THE WITNESS: We understand them to be taxable in the 
aands of the recipient. We understand them LO DS, ‘sey 

MR. CARSCN: There seems to be a great difference of 
opinion about that. 

MR. ELLIOTT: In cases where they cnter into the 


cxponses of someone doing business they obviously increase 


that person's income. 
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Secretary, : 
The Canadian Retail Federation, 
having been duly sworn 
testified as follows: 
BY MR. CARSON: 
Q. Mr, Hougham, you are the secretary of the Canadian 
Retail Federation? As Yes sir. 
Ges BOO Neve Vari ci pated in tne Seopa eten of the 
bricsf LI prosented to the Commission? AY “ee ‘sii% 

Q» How long have you occupied the position of 
Secretary, Mr. Houghan? f&« Of the Canadian Retail 
Federation since November 1941, and of the Retail Merchants 
Z°SOClation of Canada since 1930: 

Q- The Retail Merchants Association of Ganada beine 
the organization that was incorporated in 1910? A. ‘That 
Lor tent. 

MR. CaRSON: Then if Mr. Parker would like to ask 
us about our brief, Mr. Hougham will try to answer and I 


Wili try to answer if I can. 
BY MR. PARKERS 
we inere are a Tew questions I should like to ask, 
YOU prepared this brief, did you? A. In collaboration 
with the counsel and with the committee, sir. 


2. At any rete you speak on behalf of your Association, 
cxoress the Association's views? PMG IR TSI sapien giele=d ah ees alia a 

Q- There are only very few questions I want to ask 
mes 2 ot woul ask your attention to the bottom of page 3, 
second last paragraph: “Cooperative corporations, not theix 
iucmbers, own the assets and conduct the business -- buylag, 
Selling, advertising, and managing -- by methods similar to 
those established in the retail trade." That is, you mean 


by private enterprise? Re) LoS 
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y- Now, you say "Similar"; you recognize there are 
a great many fundamental differences, don't you, in their 
methods? A. There may be legally, but in practice our 
understanding is the procedure is the same. I am not 
familiar with the various legal interpretations or documents 
in which they might be incorporated —- 

ay et us leave out the legal end of it. A. So 


far as trading operations are concerned it is the same. 


Q- Don't you know that they actually do business 
under BO Pee ek method? A. We are not aware of any 
difference, Mr. Parker, 

MR. CARSON: Perhaps I can help my learned Priend; 

L am responsible for some of this language. We say that 
cooperative corporations, not their members, own the assets 


ind conduct the business, and the méening is that where you 


heve a corporation there is 4 separate legal entity that 


owns the assets and conducts the business; then we go on 


THE CHATRMAN: There may be a different view on that, 
Mir. Cargon. 

MR. PARKER: We know what you say; we are going to see 
whether it stands investigation or not. 

THE CHATRMAN: I am only referring to the contentions 
that have been made throughout the COUnLTY On that point. 
They are not exactly in agreement with that sentence, 

MR. CARSON: I am only relying on the decisions of 
the courts as high as the House of Lords when I put the 
proposition that a corporation is something entirely separate 
and distinet from its shareholders in law. The proposition, 
if I may explain LG, ts thep “ine cooperative corporations 


as separate legal entities, not their members, own the 


1ssets and the corporation conducts the business, not the 
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private corporations carry On business, 
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Snareholders, buying, selling advertising and Managing. 


BY THE CHATRMAN: 


je Would you gay, then, it is purely an agency 


cbransaction? A. An agency transaction in what sense, 


Mr. Chairman? 


Ys By a corporation Nandling the goods of its 
members, say on consignment, A. That would depend on 


what the relationship was. 


Q- It would depend on the agreement. All Mr. Parker 
S asking you is if thet sentence is not rather broad, 


MR. CARSON: It may be. One may be at some Silent 


age when he comes in here fresh this morning and 


Wre Parker t's long experience across the ‘countrys 


I would not want to press the thing. That is the sense in 


VOOR We meant 1G: 4f 1b 46 too broad, the Commission knows 


Je I will just read it agin. You say: "Cooperative 


corporations, not their embers, own the assets and conduct 


the business" -~- well, whether we quarrel with that or not 


Wo WEelit ley 4% @0 for the moment -- *eonduct the business" 


you have a dash there; I take it you mean the business being 


buying, selling, advertising, Managing? That is the kind 


Of business? That is what they mean? ae That is our 


understanding. 


Q- Now, "by methods similar to those established 


= tho reteil trade,*® T -ain suggesting to you that the 


business carried on by cooperatives is done by methods that 


are Tundamentally different from the methods under which 


Do you agree with 


that? A. Subject to having some facts presented which 


would support that view. 
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4. But you know of none au “the “momente*: 2 hie know 
of none. 

Qs are you referring to consumer cooperatives when 
You make that Statement, or producer cooperatives? 
éi.6 Purely consumer cooperabives. 


4+ Would you make the Same statement with reference 


b4 


tO producer cooperatives? bas have no knowledge of 
thatet 1f- wouldn't care to CXPress an opinion, 
%- Let me suggest to you, then -~ teké a producer 


| cooperative, say a wheat elower or a milk producer. He 


hands his wheat or his milk over ta 9 cooperative society, 


as the Chairman suggested a moment agO, On a consignment 

| basis to dispose of at the best price obteinable, and 

after paying the necessary expenses they pay him the balance. 
Is that the type of business you have in mina thet is being 


Pevraieleon by an Ordinary private company? toe aoe 


| MR. C.A.RSON: He said he was not referring to producer 


s00peratives. 


Q2- Now, in the next paragraph you make the statement: 


ve Thy 


sic Only difference between consumer cooperatives and other 
retail enterprises lies in the description given to the moneys 


& 


‘Vallable for distribution." Again I suggest to you that 


possibly you might Moi y thet a little, that there are 
Otner differences than the small one YOu Mention. 
&. None that I have any knowledge of. 


2- You have made a considerable study of cooperatives 


in the preparation of this brief? & Yes. 
%. You found out how they do business? Ae Yee, 


2. and you could not detect that? &. Pardon me; 
I don"t think that is quite a fair statement. t didn"? getter 


that 
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Q- You examined into their methods of doing business 
and you failed to detect any difference? Ay Pailed to 
detsot ~~ youl mede a final comment there that escaped me. 

y- You failed to detect any difference? A. heya é 
sil sorry; I made a wrong inference, thet ss +elt rene: 

BY THE CHAIRMAN: 

t Does “one member one vote" not make a very 
important distinction? 4a In any private company, -sir, 
one member would have one vote, 

Q. That would depend on the number of shares he Ld, 
wouldn't it? 4. Yes, that is right. 

a That LTs-not so with cooperatives? Are there any 
cooperatives that answer to that description? 

BY MR. CARSON: 

Q@. I think what the chairman means is that in a co- 
Operative, as I understand it, no matter how many shares 
you have, you have one vote; one individual has one vote. 
A. That may be so. 

MR. CARSON: And in an ordinary corporation you have 
one vote for each share, 

DY Ma. PARKER: 

q Don't you Know that that is so?’ - A. “That da true, 
yes, 2 know that: to be true: 

Qe What the chairman igs suggesting, as I take it, 
fe unis: Sen thet} great difference in carrying on the 
business of the company? A. It would be a difference 
in its set-up but not in its Preuine operations: | Th wastne 
are identical with private trading operations. 


THE CHATRMAN: ltt is a difference in the matter of 


Ponoro le. 


MR. PARKER: It is this gentleman's OpLhion, TF" that 


iy Ab 
ie & | ee 
‘ Ry. 
a4 
: ae 
? ae A 


= i wey 44 
»' Egeige. sea nan 


J 
i 
oo yO - 


ai) Wey ~ 


‘a 


: bras. ©. 
yi ee led ae hat- Fea ae or? : 


F 7 ih be ; - ii ak 4 te toeded 
Q | J * < = "4, - | 


* 


> a Ti 
“zo; pen )teg® fee 


¥ af nr 
i } ‘ wud ‘ I oe 
~ 1 
‘ 
a 
! as 
t 
‘ 
6 - - 
oe or) ay 
nf 
a ‘ 
, 
‘ ‘ Ue 4 
a, -f 
‘ 
? ° 
Ins * 
i‘ 
i 
‘ 
Me ; 
7 2s = 
t 
‘ + 
. 
“¢ 
, 
+ 4 " 
of . 
i" ’ 
: . eo . 
Ho it 
Ey a 
j 
j oy 
' 
* 
. 
1 
’ 
* i 
‘ 
*% - 
e ‘ 
\ >, 
; a pe 
: F : 
Se: 
« ; ; 
? 
, -)'s 
. s ‘, 
. 1 ty 
1 
= ‘ 
’ 
. «ove 
* ‘ 
. 
‘ 7 t ‘ 
i, a ‘ ey j 
side 2 ; ; ‘ 


3-37 


wnich is still not clear in my 
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is what he thinks about it. 


MR. CARSCN: I am partly to blame for this. 
MR. PARKER: There is no question of anybody being 


tO blame for anything. 


VAT 


MR. CARSON: And I hope you don't mind if TI try to 


HELD *oue. 


MR. PARKER? Nota biti 


Q- Just one other question. At page 4, bOvbOnISOT (the 
prge, you make this statement: . that “the legislation 


should be amended so as to make it clear beyond question 


that the so-called "savings? are in reality takable income. 
=} 


Could you be a little more explicit in that? Just what 
amendment should be made? Can you téll us? 


that through to the point of being able to make a suggestion 


DaSre? Ae OR Ole Pe iit, Urn’ Parker, is that the’ word 
“savings” is in our opinion a misnomer. It should be called 


profits, and in our opinion profits are taxable. 


Na 


j- DO you include in savings what the cooperatives 
call their reserves? Ae) Yess 


Q- Theim patronage dividends? A. Yee. 


j- «and the amounts that are allocated for the benefit 


4 


of members to hold hack by way of working capital? 
i. Whatever their. carhings wouter be, 
Q. You say that all these funds, whatever they may 


be, should be treated as profits and a suitable section put 


Pe her lnicome Tax’ 2c. 04 P need be, defining income in such 
a Way eS tO include these? ie PLease, 


Q-° That is your suggestion? A. Yes. 


ie?) Weill tie. Ge mien. YN er wonder, Mr. Chairman, 
have the privilege of trying to clarify something 


Mind as a result of exchanges 


B~88 
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before I came te stand? 


this 


Lidid not 


Mr. Hougham 


make the statement, 


but I was asking for Clerification, 
MR. PARKER: Quite. 


and answer, as 
the possession of 


LS Parable ser Ty 


in the hands of the shareholder of 


taxable income, 
correction, 
acorue from tradins 


— 


not be taxable.- Am Locorrect? 


PAR GER gyro 


OPT Opn ns 
MyepoLnty ie 
created that 
from such increase igs personal 
iS enriched to that extent. 
VR. PARKER: 
increased income, 
TH WITNESS: 


able brackets. My impression is 


@) 


ad" vidend which accrues from th 
consumable goods is not part of 
SO buLlt ups think the point 


Mr. VAUGHAN: 


The question arises 
to whether or not a 
a shareholder or 


think the point was 


do not know whether 


categorical answer to 


by way of question 
patronage dividend in 
member of a cooperative 
ade that the increase 


such dividends is personal 


Now L am under the impression, subject to 
that the portion of the dividend which woulda 


3 operations in consumable goods would 


anyone is quite 


tnat. There seems 


that the impression has been 


all the patronage dividend that he might get 


and the State 


ae 


Not necessarily taxable income, but 


It might build the income up to the tax- 


that thet portion of the 
buying and selling of 
his income and could not be 


should be clarified, 


When a farmer is a member of a consumer 


cooperative, in the ordinary course of his Operations he 


buys certain 
Clothing, and so on; he buys at 


reduces his cost of divine 


S00as that he and hig family consume ~~ Pood, 


less cost and therefore 


without in any way increasing his 


Bo ay fap 
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taxation. But when he buys goods that he uses on hig farm, 

such as gasoline, oil, etc., the dividend reduces hig 

cost of operation and increases his farm income and there- 

rore his profit, and his taxation is or may be increased. 
MR. PARKER: I do not think one Can lay down a 

definite rule, 


BY MR. PARKER: 


the paragraph but I take it the people for whom you speak 
have no objection to what you Might call a true Cooperative oo 
A. NO sir. 

Qe -- being exempt from taxation; if there is such a 
thing as a true cooperative it should not be taxed. And 


| your argument is that e great many so-called cooperatives, 


= uv 
; 


as you see it, are not true cooperatives? A. Yur point: 
I think, as the brief tries to set Out, “is! that they have 
| expanded from their original limited sense and have become 
trading enterprises. 

Q- That is what I wanted to make sure Oli, Poa 


the gist of your argument? Foe Gan, 


Q Now, could you help the Commission by drawing a 


line between what you call a true cooperative, one that 


ae 


departed to such a degree that it is made taxable? 


4. it think, Mr. Parker, that has been adequately set out 


Q- All right; if you do not wish to SUeue ios wb te 


perhaps state it in a word or two. 
MR. CARSON: We took a lot of pains with that. Ido 
not think it can be stated in a word or two. The line 


iS drawn on page 9 of the ep ck ee ae 


SAS 


P=-SO 
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BY MR. PARKER: 

Q- All richt; that ig your alswery » was - Yeswor, 

q- You see the brief; I will accept it. Now, page 
13, bottom of the page: "With the continued expansion of 
the movement ag a whole, the tax loss to the state in 
respect of all cooperatives must be steadily increasing 
and must now be very Vere.” in the paragraph which pre- 
ceded that, in which you draw that inference, what is the 
sources of those figures? A. “Ll am sorry, 1 aw aep todione 
Poe yous ib is Knot Pees, Loy se) hee 

Q- whe last paragraph at the bottom of pOpeu scl Aa 
I would like to check the source of UhOS6 Tigutess 5 AL ithe 
souree of the figures that precede it, do yow mean? 

2- No; I mean that $242,000. Where dia you get thoge 
figures? A. Jt cannot recall at the moment where they 
came from, but they were I think from a FepOrTty Of Vune- Go= 
Operative union itself. I am not QULUS (a uie. civ a. 

MR. CARSON: I am told that comes out of the same 
Dominion statistical tTeport that has been referred to in 
some carlier part of the brief -- I think LG LS at tie 
Dottom of page 11 that the reference is made to the figures 
compiled by the Dominion Bureau of Stabistices. 

BY MR. PARKER: 

2%. These figures came from that game Source, ia Yee, 

Q- On page 13, the 5 ame question in a different 
form: "The application of equitable principles of taxation 
would not, it is submitted, jeopardize the legitimate 
expansion or continued prosperity of the ccnsumer cooperative 
movement.” Again we have the general statement: what are 
equitable principles? The taxation of al] their reserves, 
dividends, allocations? A. At the risk of emphasis, I 


think it would be about the same, that with operations 
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that are identical, as we claim they are, the tax method 
would likewise be applicable. 
Q. That is as concrete as you can put it? <A. That 
iseag, definite as 2 can make it, sir, yes. 
BY MR. ARNASON: 
With reference to paragraph 15 on page 10, I am 
a little puzzled as to the meaning of the first two sentences. 
You say: “The fund available to cooperatives for the payment 


of patronage dividends consists of profits arising from 


trace with the public and income from investments." Then 
you £0 0n to say that the profits are increased by sales to 


bbe Tublac, 4 hearse. With regard to the firet sentence, 

when I read that 1 wondered whether you had reference to a 
cooperative that does trade with non-members, or whether 

you had in mind trade with members as well as non-members, 
Pecause Of your wise of the word “oublic.” Ae) ear 

we had in mind both members and non-members, Mr.Commissioner. 


Ge» of (Bae. A.» dts total transactions, which 


might be with members exclusively, or members and non- 


ae “our Uuse.0f the word "public". then was owtH 


erence to members and non-members? As "That. terion. 


EX 


Q. i wondered whether you had in mind a distinction 
Detween the operations of a cooperative that refunds a 
portion of its surplus in the form of patronage dividends 
to the members with whom it does business, and:‘confines its 
business to membors, and the operations of a cooperative that 


docs a considerable amount of business with non-members and 


a 


does not pay any patronage dividend to those non-members. 
Do you differentiate between the two? A. No; I think we 
have to stay within the narrow limits we have imposed on 


ourselves by our statement, that regardless of the volume 
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we 


or business with members or hon-members, whatever the 
earned surplus is, if that surplus is earned by the some 
methods as our private traders, then we would feel they 
Were subject to tex. Wh=-t portion of that revenue accrued 
from memoers or non-members would ACDOAE LO tie” Go pe 
immaterial. 

Q- Just one more question. You refer to what 
might be termed a pure cooperative. Do you know of any 
exemple of such an organization in actual Operation, oF 
could you describe one? A. The only one I have heard 
et is Ghe-one understand —< and vhat’ 18 & press report —— 
hat came before the Commission at your earlier sessions 
in Vancouver, when I understand some people Trom Tetend 
Cy Se Have Peevey a> —s. 

THE CHATHMAN: Massett Island. 

THE WITNESS: From my reading of the press report 
that comes nearer to our definition of «5 pure cooperative 
than anything we know anything about, 

BY MR, ARNASON: 

Q- You would think, then, that amongst the number 
of what might be termed organized cooperatives, there is, 
to use a colloquial expression, such an animal as 4 pure 


cooperative? &. ‘There could “be, but wemwotuld tite to 


BY THE CHATRMAN: 

[Is it your argument, based on the first 
sentence on page 15, that a consumer cooperative when it 
sxpands to a certain degree can no longer remain a co- 
Operative, that the mere fact of expansion destroys the co- 


Operative principle? Is that the idea? Ae. Yoo, 2 thine 
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Q» Reading the first sentence, "In conclusion 
it is submitted that consumer cooperatives are no longer 
true cooperatives effecting ‘savings! for their members 
out have now reached the full stature of trading enter- 
rises identical in all respects with retail business." 
A. For the reasons set out in the description of what 
constitutes in our judgment a true cooperative as an 
original concept. 

3+ When a cooperative enters the big business 


LoL pvr se Longer av cooperabive: A. I @e) Ret think, 


sir, it is conditioned by its big business. It is condition- 
ed by the nature of its transactions, whether they are 
laree -or small . 


MRe CARSON: Perhaps I may say this, Mr. Chairman, 


and Mr. Hougham may listen to what I say so that I do not 


get into trouble with him afterwards. If you take our 
conception of the true cooperative as the ten or fiftee 

or twenty people perhaps inva village who buy @ car of coal 
for distribution among themselves, it still remains a true 
cooperative if the same thing is done by a hundred people 
On Vierisatie Cooperative trincinl Ss. it would, sh tiubesa 
true cooperative if the same thing were done by a thousand 
peopls on the same principle, with a return to those 
individuals of the proportion of their contribution that 
exceeded the actual expenditure on the coal. 


THE CHATRMAN: All I was asking was whether the 


er 


transition to big business principles brought about a change. 
MR. CARSON: Yes, that is our argument. They have 

changed. They have changed from the true principle as we 

nave tried to describe it. 

BY MR. FRANCIS: 


ve way I call your attention to page-8, paragraph 11, 
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in the middle of the paragraph, commencing "These reserves" 
—<— Lie 1s, tne ,egerves of cooperatives -- “have in large 
part been expended in developing and extending the operat- 
1ons of the cocperative organizations and in the purchase 
of competing organizations and in the formation and 
financing of wholesale enterprises." Now, Diresy of ali 
tT understand that you refer in particular to consumer 
cooperatives? he LOS esir; bhat is right; 

Q- And you are no doubt aware that during the 
year 1944, according to the evidence before the Conmmiss ion, 

ifty-nine business which had previously been under 

private control were taken over or sold to cooperatives? 
a. Loo what province? 
newane aA. I thought there were 171. 
i. # 1Gt of people thought that, 

THE CHAIRMAN: They have been QUuarre lLlLine witin tis 5 
figure ever since, 

THE WITNESS: All right; we will teke Your tT ieurs.. 

MR. FRANCIS: You are just one more who has been 
Misied py that, 


MR. CARSON: Until now, we were members of the 171 


OLUD.. 
BY Ie FRANCIS: 
% Now, are you aware cof the percentage of the 


purchase price of these businesses that came from reserves? 
ae Sire 1 me riot. 

Q- There is evidence before thig Commission that ot 

,000 paid for these businesses or group of businesses, 
only a few thousand dollars cane from reserves? Can you 
eeny thet? A. Oh. couldn't, 

THE CHATRMAN: That is rather irregular, Mr. Frenois, 


The witness has said he doeg not know. 
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THE WITNESS: Tf don't know... I have no information 

On the subject at all, 
BY MR. MILLIKEN: 

fet OLE LHe ATA tie Drier correctly -- I must confess 
that looking over it now I CeUNOLs IOC eeu pete sa understood 
“4r. Carson to Say somewhere that no ordinary corporation 
1S allowed to deduct patronage dividends, Ig that in the 
PELGL ee a6 aot Hace the brief before Me. 
ee Mikeue they were not allowed to deduct their Ordinary 


° 


dividends before Making up their tatement. 


iD) 


MR. MILLIKEN: If that is correct, Mr. Carson, £ 
wish to ask, have you any personal Knowledge of any ordinary 


Joint stock colipany endeavouring to deduct patronage 


MR. CARSON: The ordinary joint stock company of the 
Kind I know does not have what you call patronage dividends, 

MR. MILLIKEN: ‘This question has come up before. 
There were one or two witnesses further west who made the 
Same Statement; and there actually were cases of four or 
five companies making application to have a patronage 
dividend allowed as a deduction. Now, later on I hope to 
be able to show you why -- 

THE CHATRMAN: I do not think this brief has refer- 
ence to that. This brief refers to ordinary dividends, as 
Pat es 1 recall, 

iit. CARSON: Thig may.be the reference, page 8; 

"This Federation has no knowledge as to whether patronage 
dividends are taxed in the hands of the recipient." 

MR. MILLIKEN: No, Mr. Carson; it must have been 
in another brief. 

MR. CARSON: "Ir Lae... PGs te respectfully submitted 


that so lone ag dividends paid by an ordinary corporation. 
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are taxable in the hands of shareholders; patronage 
dividends should be similarly taxed." 

MR. MILLIE EN: I think it was the Manufacturers! 
u8SOclation brief; I am sorry. 

MR. PARKER: I think we had better revert now to 
our order and take up No. 3, United Farmers Co-operative 


Company Limited, general brief. 


ALBERT C. SAVAGE, 


Secretary-Treasurer, 
Ontario Co-operative Union, 
examined: 


er me 


SSRN ERA OMA Ie NER 


MR. PRAGCLS: Mr. Chairman, before proceeding with 
the brief on cooperative law and development in the province 
of Ontario, there are two explanations IL would like to 
make. 

First of all there are certain minor corrections 
that I would like to make before Mr, Savage reads the 
brief; and secondly I would like to point out that we 
propose to omit the reading of several pages of this brief 
because there is duplication of material and I think we can 
save a great deal of the time of the Commission. As we 
come to them we suggest that the witness indicate to the 
Commission what the omissions are, if there are any 
counsel who would like copies of the brief we have them 
available. 

Now, with reeard to the corrections, at page 3, the 
last two lines of the first paragraph: “Where the surplus 
doss not exceed 1 per cent of the year's gross business, 
distribution of the surplus may be deferred," -- the amend- 
ment to the act makes that out of date. 


THE CHATRMAN: The whole sentence is deleted? 
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MR. FRANCIS: Yes, that comes out, Then on page 6 
there is a slight amendment in clause (f).; Mutual Insurance 
Societies; that should be "Mutual Insurance Companies"; 
and in line 2 the word "hail" should be deleted. Then 
the last two lines should be deleted, \-— "although the 
Classification is broad enough to include any insurance 
company handling any kind of insurance on a mutual basis.‘ 

Then on page 10, the last two lines under Farmers 
Mutual fire Insurance Companies, instead of the year 1942 
in the second last line please insert 1945, and in the last 
line instead of the figures that appear there substitute 
$621,344, 236, | 


On. pags ll, the last word in Che hh pet paragraph, 


i 


venartens ," should come OUG; and tive following words should 
be added, “or eredit union legislation.” On page’ 20 the 
words in the third last line from "as thet to the word 
"believe" should be taken out, so thet the Paragraph will 
read, "It is not LnUS thet e). cocperatives are exempt from 
taxation, or even that any cooperative is cxempt from all 


taxation. In our ayenenal Weyl merar rer aeer ey a) he ae So on. 


oS 
5 
— 
ay) 

Q 
© 
ay) 


2 there are two or three amendments. ca 
the first lines, "Cooperatives pay all these taxes, %) the 
words "and many otherg* Should come out. Then in the third 
line, before the word "cooperatives" the word "Ontario" 
should be inserted —-— "most Ontario cooperatives pay." 


f Might point out that in this province the Situation igs 


very different. Some briefs this morning indicate tha 


cooperatives do not pay any income tax: a large number here 
CO pay very heavy income tax, and. we will bring thet up a 
mat leulater. Then An the third last lihe of the first 
Peragraph the word “provincial" should be deleted --~ Oy 


some cases, because of law or public necessity." It is really 
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dominion law we hed reference to there, Wartime Prices 
cond Trade Board. And one more: in the third last line 
of the second paragraph where it reads "but are accounted 
for" insert after the word "but" "if part of the patron's 
income." 

Now, just by way of qualifying Mr. Savage, 1 will 
ask him a question or two. 

BY MR. FRANCIS; 

a- Mr. Savage, you are the Secretary-Treasure of 
theCo-operative Union of Ontario? AL Pes> Sere 

Q- I understand that before taking this position 
you held for twenty-five years an executive position with 
the Dominion Government? Aa That. Ds baeht. 

Q.- You were Assistant Superintendent of Customs and 
Bac tse ir tie City of Toronto? ) Ao b vee, 

Q® tI understand that for some years while in that 
pesition you also took a great interest in the cooperative 
movement? A. That is right. 

J Now this brief you are about to present, how wag 
that prepared? A. Well, it originated witha conference 
of cooperatives in this province that was held in the 
City of Toronto on the 3rd and 4th of January last. As a 
result of that conference there was a committee sét biome) 
draft the brief. The brief was then referred back to the 
executive committes of the Ontario Covonon anne Union and 
submitted to the directors by mail and approved for submission 


bo this Commission, 


oO 


y 
— 
a 


How many were at that conference, Mr. Savage? 
A.» About 145. There would have been more but we were in 
the midst of a storm here in the province of Ontario that 


Kept a lot of our rural members away. 
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2- Are you authorized to present the brief? 
A. Yes, 

Qe Will you proceed with the reading of ity and 
just pause at the places we have agreed on where we have 
application for leave to omit the reading. 

THE WITNESS: Mr. Chairman and gentlemen of the 
Commission, this is the brief submitted by the Ontario Co- 
operative Union: 

"This brief is being presented by representatives 
of the Ontario Co-operative Union which is an organization 
composed of most of the organized cooperatives within the 
province. The Ontario Co-operative Union is a section of 
the Co-operative Union of Canade which has already presented 
a Prief eo the Comission, Ae this latter brief dealt with 
the situation only in a very general way and left it to 
tis provincial sections to deal with the specific) situation 
in each province, this brief will only deal with the 
Situation in the province of Ontario. JOOpsratives in 
the provines of Ontario are not asking for any special 
Concessions or favours in the way of taxes from the govern- 
ment but only equitable treatment, having in mind the 
Special characteristics of their methods of doing business. 
ine present Lax situation is, because of the uncertainty 
in its application, ag objectionable to cooveratives as to 
Others.” 


MR. FRANCIS: Part II hight be omitted and we will 


@) 


$0 on with Part IIT, Incorporation of Cooperatives in 
Ontario. 

ChE WITNESS: It is not the intention to strike it 
out; I believe the intention is to ask permission not to 


read it, to save the time of the Commission. Continuing: 
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‘III. Incorporation of Cooperatives in Ontario: 

"There is no general cooperative Act in Ontario 
Similar to that which exists in several of the Other 
provinces. Credit Unions are incorporated under the Credit 
Unions Act, ind most other cooperatives are incorporated 
under Part XII of the Ontario Companies Act. A few are in- 
corporated under special acts and at least one ig incorp- 
orated under the Dominion Companies Act although it is 
doing business on a cooperative basis. The latter Act does 
not contein any provisions for the incorporation of co- 
Operatives. 

"Part XII of the Ontario Companies Act is made 
applicable to all applications for the Lncorporatioan’ oF 
corporations to be operated on a cooperative basis (Sec.140). 
It provides for incorporation with share Capital or without 
Puare Capltiol. if without share Capital the capital may be 
in the form of loan units or promissor notes, called 
Capital notes (sec.147), or in the form of loans made by 
the members to the corporation called loan units (sec.147A). 
If it is organized on a share capital basis the rate of 
interest on capital may not exceed 8 per cent per annum, 
while if the organization is on a loan unit basis the rate 
of interest may not exceed 6 per cent per annum, There 
is en obligation on the diredwrs to distribute the surplus 
funds arising from the business of the cooperative in 
payment of interest on capital, not exceeding the above 
rates, and to divide, as the by-laws may provide, the re- 
maining net surplus among the members or shareholders in 
proportion to the business done by each with or through the 
corporation, either on the basis of total volume or on 
the basis of the volume or volumes in respect of “the 


ifferent kinds or classes of commodities purchased or sold, 
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there is provision that upon crediting such distributive 
aulounts to the members or Shareholders, payment thereof 
nay be heterrad by the directors and the amount retained 
or used for the purposes of the cooperative. 

"Before distribution of the surplus, a cooperative 
Way, subject to the by-laws, set aside not more than 20 
ber cent of its net surplus in any One year as a reserve 
fund, and not more than 5 per cent of its net surplus in 
any One year as an educational or community fund. It ma 
2lso provide for a trade discount to non-members or non- 
shareholders at the game or a lesser rate than that paid 
to members. 
“iV, Statutory Definitions of a Cooperative: 

"There is no definition of a cooperative, either 
in the Income War Tax Act or in any Other Dominion legis- 
Jation. In Part XII of the Ontario Companies Act, under 
which most cooperatives in the province are incorporated, 

cooperative is defined in Section 141, as follows<,- 

"141. A corporation shall be deemed to be operated 
on & cooperative basis if provision is made in its letters 
patent or supplementary letters patent or by-laws, - 

(a) that no member or sgharcholder Shall have more 
een one yote; and 

(b)) “that fo member or shareholaer shall vote by 
proxy: and 

(ic) that. the surplus funds arising from the business 
of the corporation shall be distributed annually as follows, - 


\ 


(1) payment of interest on the paid-up capital 


at arate not exceeding eight per centum per annum; 
(ii) division, as the by-laws may provide, of 


the remaining net surplus funds anong the members or 
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sharcholders in proportion to the business done by 
ooch member or shareholder with or through the 
corporation, either on the basis of the total volume 
thereof or on the basis of the volume or volumes 
in respect to the different kinds or classes of 
commodities purchased from or sold to the corporation 
by cach member or shareholder; provided that, on 
crediting such distributive amounts or any portion 
thereof to each member or Shoreholder, the payment 
or the amounts so credited may be deferred by the 
directors and the monies retained or used for the 
purpose of “the eorporation.! 

"This definition is qualified by section 143 which 
permits a cooperative, before making a distribution of its 
surplus, to set aside not more than 20 per cont of its net 
surplus in any one year as a reserve fund, an amount wot 
exceeding 5 per cent of its not surplus as an educational 
or community fund, and to previde for a trade refund to 
non-mMenbers or non-shareholders. The latter section is as 
follows: 

'143. Before a distribution of the remaining net 
surplus Tunds is made, a corporation may, Subject to the 
provision of the by-laws, set aside, - 

(a) an amount not to exceed twenty per centum of 
the net surplus funds in any one year, as @ reserve fund; 

1%) ap amount not to excced five per centum of 
the net surplus funds in any one year as an educational or 
community fund: 

(c) a trade refund to non-members or non- 
Shareholders at such proportionate rate of that paid to 
members or shareholders as may be determined by by-law. 
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"This definition, though helpful, is not entirely 
satisfactory as it is not comprehensive enough. It does 
not include certain well-known types of cooperatives, such 
aS credit unions or farm mutual insurance companies, and 
instead of actually defining a cooperative it only provides 
that 'a corporation shall be deomed to be operated on a 
cooperative basis if.....' certain conditions are complied 
with. Also, it ignores certain fundamental principles of 
the cooperative philosophy such as political, religious and 
Pactal noulrality. And, of courses, the ehier objection to 
it from a taxation standpoint is that the section has no 


POuUnLerpart in) Dominion Legislation nor is it referred. ts 


| im any Dominion statute. 

"Excollent definitions of a cooperative are containod 
in the legislation of other North American countries, ani 
vefore leaving the subject we might refer to two examples. 

"The recently cnacted Labour Code of Costa Rica 


agefined a cooperative as follows:- 


'A cooperative society is a society of unlimited 
duration and having a variable and unlimited member- 
Ship and capital, in which the members organize their 
individual activities and interests through common 


action for a specific purpose, with ‘a view to 


| improving their social and economic position, without 
thought of profit and on the basis of distributing 

any eventual surpluses proportionately to the use made 
by each member of the common enterprise.' 

/ "It is significant that in order to avoid any con- 
troversy over the nature of the surpluses resulting in a co- 


| operative, the Code provided, by article 345, that 'for 


all legal purposes a cooperative shall be deemed not to make 
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profits. Any surplus appearing on the balance sheet is 

nothing else than savings resulting from the efficient 


minagement of the business of the society.' 


"A few months ago the U. S. Congress passed a co- 
operative law for the District of Columbia in which a co- 
operative is defined as an organization for acquiring, 
PrOogucing, buLlding, Operating, manufacturing, furnishing, 
exchanging or distributing any type or types of property, 

commodities, goods or services for the primary and mutual 
| benefit of the patrons of the association (or their patrons, 
if any) as ultimate consumers. The latter provision is to 


enable one cooperative to become a member of another and 


thus facilitate the creation of cooperative federationa. 

mit is to be noted also that the terms of Order in 
Council P. 0. 8725, setting up the Commission, inelude aii 
forms of organizations operated on a cooperative or mutual 
basis, and organizations claiming so to be organized, and 
it refers to all these organizations as cooperatives. 

"As the terms of reference embrace mutual corporations 
as well as cooporatives, a few words as to the distinction 
between these two types of corporation might be helpful. 
Neither is defined in the Income War Vax Act or in any other 
Dominion legislation. 


"The distinction between a mutual and a cooperative 


association is partly one of degree and partly basic 
difference. \Mutual corporations, generally speaking, are 
Organizations in which the members group together to obtain 
benefits for each other which they cannot obtain individually. 
Cooperatives, on the other hand, are organizations whose 
members group together to enable them to trade with third 
PeroOns OF Other cooperatives at cost, or at a sinuses cost 


than they might if they were operating individually. 
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"nV. Types of Cooperatives in Ontario: 

"Cooperatives in Ontario, within the terms of Order 
4 COURT Py OC. 8725, may be divided into six different 
categories, as po iiewes 

(a) The United Farmers Co-operative Company Lta.- 
This is the provincial wholesale cooperative, and is unique 
Le Une province... 1% purchases farm suppliss for about 120 
uffiliated,cooperative societies, and in addition it carries 


s 


on marketing service PO abe members. - It cwns several 
factorics manufacturing farm supplies. 

(b) Farmers' Supply Co-operatives - These are co- 
operative organizations located chiefly in the rural sections 
of the province which purchase supplies for their members. 

(c} Producer and Marketing Co-operatives - These 
ate, as the name suggests, organizations of primary prod- 
ucers whose chief purpose is to merket tho products of their 
members on a cooperative basis. As some of these organiz- 
ations purchase supplies for their members, there is some 
overlapping between them and the farmers! Supply; eGsperat — 


ives mentioned in paragraph (b). 


(d) Urban Con 


meme ot near 


Sumer Co-operatives - These are 
organizations of consumers located ch ilefly in the urban 
centres which purchase and distribute to their members 
groceries, food and other articles of - general nature, 

(ce) Credit _ Unio ons - These are cooperative associat- 
10ns organized to promote thrift among their members and to 
Supply them with short-term credit for ‘provident and 
productive purposes.! Their operations differ from the 
operations of other forms of cocperatives in certain 
particulars, and they are organized under a separate statute 


The Credit Unions Act. 
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(f) Mutual Insurance Companies - These are organ- 
izations handling insurance against fire, lighting, wind- 
storm, etc. on a mutual basis. They are organized chiefly 
among rural groups. 

"Vi+ Cooperative Development in the Province: 

"To trace the early development of cooperatives tl 
the provinces or Ontario is to discover again one of the 
pioneering movements which have played so integral a part 
in the growth of rural communities in the province. in 
the latter half of the last: century; with theron ject oF 
mutual assistance to each other nd the mutuel sharing of 
ihe rewards of their labours, the Granee, officially’ mown 
as Patrons of Husbandry, had its beginning: Producer and 
marketing cooperatives developed later and specializing 
eOoperatives such as the Canndien Co-operative Wool Growers 
Ltd., the Ontario Honsy Producers Co-operative Co. Ltd., 
and First Co-operative Packers, came into existence. 
pome .develophient also took place im the rTieid? of turban 
Consumer cooperatives, “particularly in Norther Ontario. 

"Perhaps the oldest of all the cooperative activities 
in the provinces centres around the Farm Mutual Insurance 
oOocicties. The most recent development is in connection 
with the Credit Union Movement and its related activity 
of cooperative Jife insurance.” 

MR. FRANCIS: In presenting the brief from here on, 
Mr. Chairilen, we deal with some specific developments of 
cooperatives, and we select a few to place before you in a 
general way. 

THE WITNESS: To continue: 

" The United Farmers Co-operative Co. Ltd.: 


"A review of cooperative development in this province 
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would not be complete without some reference to this imp- 
ortant organization. It was founded on Dre Us yt aha ae 
and the story of its services to the farm community in 

the provinces of Ontario needs no elaboration, but 1b. 16 
well to remember that as a cooperative, the United Farmers 
Co-operative development and progress has been synonymous 
with development and progress of rural life in the province, 
Today the standard of living of farmer-citizens is better 
boeause Of ths activities of “the United Farmers Co-operative 
VOmiued CE rom Tts carly beginnings its services have spread 
all over the provinee until now it is Known far and wide 

as Ontario's leading COOperavilve, which effected Savings of 
over $100,000 for farmer members and patrons in the year 
i944," 

MR. FRANCIS: I would like to announce that we have 
available for the Commission a very interesting and auth= 
oritative history of the cooperative in Ontario, written 
by Mr. H. H. Hanneam, now President of the Federation of 
Agriculture. We would like permission to produce thig 
historical document, which I think will be helproad. 

THE WITNESS: I continue: 

"Erodueer and Marketing Cooperatives: 

"Ihe development of this section of the cooperative 
movement in the province has its eround work founded back 
in the year 1878 when certain producers of fruit, common 
at the time in the Nisgara Peninsula, organized themselves 
for the protection and advancement of tNeiP Ingustryr. Out 
of this early beginning developed the present cooperative 
marketing enterprise in which most of the producers of 
fruits and vegetables in the province find an outlet for their 


Product and a source of supplies. Contemporancous with fruit 
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end vegetable marketing eer itives is the development of 
cooperative marketing of wool, honey, livestock and other 
farm produce and especially the organization of cooperative 
creameries and cheese factories. From the best records 
available it would appear that there are approximately 300 
cooperatives in this classification of producer and marke 
ing orgahizations in the prevince. 

"Canadian Cooperative Wool Growers Ltd.: 

"This organization was founded in 1918 by bringing 
together in February of that year representative sheep 
owners from every province under the sponsorshinv of the 
Dominion Department of Agriculture. From 1915 to LOIS 
Canadian wool growers hed been encouraged by Provincial 
end Dominion Departments of Agriculture to take a more 
intensified interest in their product. This organization 
has been the leading organization since that time in the 


wrketing of wool in the Dominion of Canada. Jt is organized 


under a Dominion Charter and does business throughout the 


. 


Dominion, havine its head office in the elty ‘of Toronto 

wo Onleri Oo. During the course of Lbs existence 10) as 
developed the English market for wool and is now well and 
.efinitely known in the British wool trade. During the war 
years this cooperative hes exercised much influence on 


2 


production of "wool for victory" and the officers of the co- 


operative now serve on the board of the government-owned 
named named the Canadian Wool Board Limited. 

“Of the total yearly Canadian output of fleece-wool, 
amounting to 10,000,000 ibs., the cooperative handle some 
6,000,000 lbs. The Canadian Co-operative Wool Growers is 
the growers' own selling agency and as such it endeavours to 
(1) place an improved product on the market and to secure 


ror the growers full wool market values (2) to encourage 


7 ioe Ae “ah Sorta ie om 
ie eee ee ; 


be ayer ‘si he ey 


eet Biren or et oily 
ose or ag T oni ey wai? Rey oe 


7 = i ee 


, 
ae 


Arey, ae? Sindh at hal ’ f 
| b oR Marie "i ty ae ae ipa oi 


de id tin: ‘ 
| 1% ae hem 
wa 4 wi vod haameeal 
7 adobe 
ROT 
"ght tie ae 


5 Usk MH. Delle 


iLanasy at 


si od a) 8' 


3-109 


~2387 = ' Mr. Savage 


sheep husbandry in Canada (3) to obtain such prices for 
wool as to bring reasonable returns to the producer (4) 

to assist and werk with the textile manufacturers wherever 
possible to encourage the use of Canadian grown wool and to 
advance the interests of the wool industry as’a whole." 

MR. FRANCIS: Here again we have a history of the 
Association that has been prepared by the Company. We have 
ten copies, if the Commission would like to have it -- a 
complete histcry. 

THE WITNESS: Continuing: 

"Ontario Honey Producers Co-operative Co. Ltd.: 

SU cle: cooperative is another of the outstanding 
developments of the province and most of the commercial 
honey produced in Ontario is now marketcd through this 
ganization. For its fiscal year ending October Ol, 1944, 
if handled 2,890,691 lbs< of honey, having a gross value 
Or oon, 252 09. The cooperative has taken a leading part 
in the produchiom and grading of honey. in) earlier (aye 
the production of honey was regarded as something of 4 
hobby but through this cooperative it has become an industry 
which has stabilized methods of production, scientifically 
Snereased volume 2nd quality, anda now offers on the market 
a9 nationally known essential food. 

"Co-operative Packers Ltd. 

"Capaco, as it is commonly known, was organized in thse 
year 1929 and commenced operation in 1931 with a membership 
puilt up from the counties of Simcoe, Grey and Dufferin and 
to some extent in Victoria, Ontario and North York. It was 
orennized for the purpose of marketing livestock and through 


many ramifications stands today as one of the only successful 


cooperative packing plants on this continent. It was intended 


that the plant should cater to the export market but with 
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the advanconent of the depression the export business was 
in a very bad position. Capaco was handicapped by the 
combined decline in price of livestock and by the extremely 
bad situation of the market. In 1934 the Ontaric Departmen 
of Agriculture, through its Cc-operation snd Market Branch, 
made a survey of the Capaco situation and as a result of 
the survey the province guaranteed limited but necessary 
bank loans.in order to ensure economical operation of the 
plant. Capaco has continued to improve its operating 
position and the government loan, which was made on the 
property, has been liquidated and the enterprise is now 
progressing rapidly, serving the farmers of the community 
and playing no small part in the nations] war effort, 

“Farm Supply Purchasing | Co-operative: 

Mihoee Organizations had their origin in the void 


buying club days of the early United Farmers Co-operative 


Co. Most of these are now affiliated with the United Farmers 


Co-operative Co, Ltd. on an Affiliation Agreement for co- 
operative purchasing, and are exercising important functions 
in the business of supplying the needs of the farmers of 
thie provinee. A separate brief is being presented to the 
Commission on their behalf but the fect should not be 
overlooked that this phase of cooperative development in 
this province has been of immonse value to the farming 
community. 

"These cooperntive credit societies are presenting 
their own brief which will set out the position of credit 
unions relative to taxation. Their development goes back 
to the year 1928 when the first incorpornted credit society 
WAS Organized among certain employees of the Dominion 


Government in the city of Ottawa.” 
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I would like to suggest, Mr. Chairman, that that 
should read “the first incorporated cooperative credit 
socisty. Continuing: 

"Since that tine the movenent has developed 
Steadily anc on December 31, 1944, there were 220 incorp- 
orated eredit unicns in the province of Ontario, with 
n estimated 40,000 members. These were located in the 
various sections of the province; 19 being of the rural 
community type, 15 urban community, 12 connected with co- 
operatives, 15 racial, 335 religious, 3 educational, 6 
anong Lederal government employees, 3 ancng municipal 
governnent employees and the balance acne employees 
Of various Kinds of industry. 

“These credit unions have made available insurance 
yn their savings and leans and the lives of their menbors 
through operation in Canada of the Credit Unions Mutual 
Insurance Society. 

"These companies are purely mutual organizations. 
iney are controlled and directed by their farmer-menbers 
for lautual benefit and are incorporated under either dominion 
Pe Provineial Leeislation., “At the ene of 1943, there were 
67 of them in the prevince of Ontario with an insurance 


coverage of »621,344,236. 
tical Informaticn;: 


Stats 


"The Marketing Service and Economics Divisicn of 
the Department of Agriculture at Ottawa have issued eo Ly 
complete summaries of cooperative busincss aevelopment in 
che Doriinion of Canada and the follewing short summary 
indicates some of the growth of the movenent in the province 
fF Ontario. There were 237 cooperative business organizations 


in the province as of July 31, 1943, with a membership of 
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00,494. Total business of these organizations amounted to 


$55,966,902 -- with total assets of $6,066,495, reserves 
and surplus wl,957,844. These figures are based on written 
eports available to the Department in Ottawa but it 
must be pointed out that a good many cooperatives in 
the province of Ontario do not make reports to the Depart-~ 
ent for the simple reason that there is no legislation 
or regulation compelling them to do so. Since the or ganiz- 
\ 
ation of the Ontario Co-operative Union the office of the 
Saree nee res Save has on file records indicating that 
there arc, including credit unions and farm mutual insurance 
societies, between 800 and 900 ore ganizations in this 
provines operating under cooperative or credit union 


legislation," | 
Nee DERAMOLS ff suggest that the readline ont ne 
next Live pages be omitted, which will carry Wee Osea a 


ao the bottom of page 16. 


THE WITNESS: Continuing: 


"IX. Comparison of Profit Companies and 
_ Cooperatives: 


a ec 


"It is imperative that the fundamental difference 
Ostween a cooperative association and 4 proritecorporation 
be clearly understood, not only with regard to structure 
but more especially with regard to function and purpose 

"A profit company is a union of invested Ceprtel 
designed expressly to earn a return on the capital in the 
form of trading profits, those profits being distributed 
aniong the investors (shareholders) on the basis or tite 
smount each has invested. Outside the cooperative move- 
meht, the cornerstone of the whole System of production and 
distribution is profit. Profit is the inducemént held out 


for investment. All production and all expanding of 


née 


a 


‘ 
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services, and with it all employment and wages, depends 
on the business continuing to earn a profit. No profit, 
no private investment; no investment, no production. 
"Cooperation, on the Other Nand, tea Mwnlon, oF 
persons who subscribe capital for the purpose of provid- 
ing themselves with goods and services at cost, thereby 
eliminating profit. The inducement held out by cooperat- 
ives is not profit, but saving, and service by the members 
of the cooperative for themselves. The cornerstone of 
the cooperative system is service at cost. ‘ 
"A profit company is limited in its ownership to 
Hne number Of shares 20 16 authorized to issug, end jone 
voting power of each sharcholder in the affairs of the 
company is determined by the number of shares he holds. 
This makes it possible for one person or a ‘Smali eroup oF 
persons to control the company, particularly where proxy 
voting is permitted, 


| "A cooperative has open membership, the Limit being 


| the physical and ecohomie conditions under-whicth it opsratas, 
And not its capital Structure. Each member has one vote 

| Only Peeardliess of his contribution to theveapital. 

"A profit company is organized to do business with 


be genonal public. As seller it Ls Gistinet endidiffernea: 


From the buyers, or as byyer it is distinct and’ different 


from the sellers, The business thus creates a specific 
income for the company. 

"A cooperative is organized to provide goods and 
services for its members, and as a corporate body it is 
merely the agent of its members. The business transactions 
| are by, with and for the members, The members as buyers 


| or sellers aro identical and consequently there can be no 
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~ 


trading profit, for a man cannot make a Prol iy. SUprar 
himself. Neither can the cooperative, though it is a 
legal entity, have an income from such transactions. (It 
ghould be noted that we are ignoring for the moment the 
business done by some cooperatives with non-members) . 

"The business transactions of a profit company, 
generally speaking, are completed at the time of buying 
or selling. The business transactions of 4 cooperative 
with its members, on the other hand, are not completed 
until an accounting has been made, the cost of doing bus- 
iness ascertained and the excess over cost, if any, dis- 
tributed to its members. This distribution, or patronage 
mefund, it nov in any Sense = disuribublon "or profits. 

Tt is more in the nature of a trade discount made pursuant 
to a contract by the cooperative with its members. In some 
cases, such as in marketing cooperatives, this contract 
takes the form of a written agreement between the member 
and his cooperative. In other cases the contract is con- 
tained in the by-laws whieh provide for therpatronags ie- 
fund and on the basis of which the member does business 
with the cooperative. In Ontario the Companies Act 

imposes an obligation all cooperatives to, distribute their 
earnings in this way. 

"#A profit company is a closed corporation, designed 
expressly to create profits for the benefit of its share- 
holders and providing goods and services merely as the means 
Go the making or prorit. ‘The cooperative Teasing ineome 
from transactions with its members and consequently makes 
no profits from such transactions. It is designed expressly 
to make goods and services more easily available to its 
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"The profit company makes an/incone for itself 

ind for its shareholders. A cooperative has the single 
purpose of effecting savings for its members. 

"In a word, we may say that a cooperative economic 
institution is an organized effort to Bive practical 
effect to a conviction that human values are of immeasur- 
ably greater inportance than property values and that the 
real purpose of an economie order is to brine invo -phS 
service of humanity, to the greatest possible degree, all 
the useful resources of nature and all the beneficial 
achievements of the human mina. 


YWHLLG 1 


69) 


1s customary to refer to the Capital of a 
cooperative society as consisting of shares, the custom 

is merely another illustration of the adoption by cooperat- 
ors of ordinary commercial terms. A share in a cooperative 
society is merely a member's contributicn to the fund re 
quired to enable it to give the service for which it is 
being established. The returns paid on this capital being 
generally limited and fixeé and not determined by the net 
surplus are, in effect, interest on borrowed NONeY . 

"It should be noted that the trend in cooperative 
financing ig away from a share capital structure. Almost 
all the cooperatives being orgsnized in Ontario at the 
present time are organized on 2 membership basis with no 
euare capital at all, Money to finance the business is 
obtained by borrowing from its members on loan notes. 

"It is obvious that if it were possible to determine 
in advanee what the costs of Operating a cooperative Seen 
would be, its purpose to Sive service at cost could be 
immediately served by doing business at cost. In that case 
there would be no overcharge and no patronage return, 


elthough, of Course, a cooperative marketing Society might 


We 
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defer payment of a part of the selling price of the 
commodity marketed until after the books were closed for 
the fiscal year. 
"For obvious reasons of business safety, however, 
cooperatives must maintain 2 margin betwecn cost and 
selling price and, in order to avoid a price war between 
cocporatives and others engaged in the sane pusiness, the 
practice is to conform to the custom of the Pparviculer 
trade. It is clear, however, that the margin is not an 
income to the cooperative but results merely frou ays 


particular method of deing business. The ccoperative does 


not exist for the purpose of creating the margin; the margin 


is a temporary financial safety device set up by the members 
and returnable to ther. 
"A marketing cooperative, or a farm supply cooperative, 
is essentially part of the equipment cf the farm and just as 
threshing outfit, or a tractor, or a combine, may be 


| jointly owned by two or more farmers, and its use jointly 


shared, so may a grain elevator, a poultry or livestock- 


a 


marketing association, or a farm supply society, be 


jointly owned, be cooperatively used, and the savings it 


effects shared by those establishing the service. These 


services, we repeat, are not provided by others than those 


using them, nor for the purpose of making a profit; they 
are definitely e part of the productive equipment, created 
for use and not for profit, and to facilitate in the moss 
sconomical manner the whole process of production as between 
producer and consumer, | 

"The fact that a ccoperative in its transactions with 
members has no income of its own, being merely the agency 


of its members for the carrying on of mutual services, does 
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hot, of ccurse, mean that its disbursements tc members are 
necessarily-tax exempt. They may constitute income in the 
hands of the recipient, or they may not, according to cir- 
culstances. in the cases of marketing and farm supply co- 


patronage refund paid to a member 


werabives, Tor instance, p 

will increase his income and if such income is high enough 

it will be taxable, Where, however, the savings are 

effected on houschold and perscnal expenses, they constitute 

no addition to the income of the recipient and are not 
taxable. 

"It should be noted that a cooperative incorporated 
under the Ontario’ Companies Act.is legally obligated to 
observe the customary need rules Por ’tvhe conduct 
Ci a Coovperative’ society. This statute, by making obligatory 
the return of surplus to manbers in proportion to the business 


Gone by each, implicitly recognizes the principle thet tie 


funds are the property of the members and do not constitute 
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Ee ee ote Positien of Cooperatives with 
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"It is not true that all cooperatives are exempt 
£200 Vaxabion, or Sven that any cooperative is exempt from 
etl taxation,. Tn our opinion, cdnsumers, in’ the final 
analysis, pay all taxes imposed on business enterprises 
whether the business is run for profit or cooperatively. 
Even the income tax which is theoretically a tax on profits 
after they have been earned is paid by consumers in that 
it is their money which provides the profits with which to 


pay the tax. All that business does is act as a tax 


collector or tax gatherer for the government. In this 
conception of the matter cooperatives and profit business 


Operate on the same basis in that neither pays any taxes at 
oe 
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"However, in our present cconomy, business is taxed 


in a multitude of wayS end compelled to pay taxes even 


though such taxes may be passed on‘to the consumcr. These 
taxes, imposed by municipal, provineial ana dominion 
SOvorntents, include such taxes ag the following:- 
(2) Imposed b Municipality:- 
Real estate tex (including local improvement 
rates and levies for educational purposes, 
Business tax 
Municipal license foas, 
(b) Imposed by the Province: 
Gasoline taxes 
Motor vehicle registration and license fees 
Real property transfer taxes 
Provincial income taxes ) suspended for 
duration of war 
Corporetion taxes 
Stock transfer taxes 
Incorporation fees and fees charged for filing 
returns. 
(c} Imposed by the Dominion:- 
Customs dutics 
wales tax 
Gasoline tax 


ixcise taxes on other commodities 
taxes on telephone and telegraph 
Unenployment insureanec contributions 
Income tax 

Excess profits taxes 

Stock transfer taxes 


Taxes on certain railway passenger tickets 
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"Cooperatives pay all these taxes with the singlo 


exception of the income tax and excess profits tax; 

and under the cxisting law most Ontario cocperatives pay 
even the income and excess profits taxes. It is only a 
relatively small number of marketing and farm supply co- 
operatives that are exempt and then only if they comply 
with certain conditions. In scme cases, because of 
provincial law or public necessity, they are unable to 
comply with the conditions which are necessary to avoid 


taxation even if they wish to do soa. 


"There is no law which specifically exempts a bona 


fide cooperative, whether agricultural or not, from paying 


tax on patronege refunds. Yet no cooperative, agricultural 


or otherwise, pays a tax on money refunded to patrons, or 
on money allocated and earmarked for later distribution to 
PaCrons si 1b is only common sense ana common law that 
money passed on by a cooperative to members cannot be con- 
strued logically as income to the cooperative. For that 


reason, and that reason alone, patronage refunds are 


deductible from gross income. Since they are not income to 


the cooperative, but if part of the patrons' income are 


accounted for in the tax returns of patrons who receive the 
refunds, they are not taxable in the hands of the cooperative 
"Both English and Canadian law have given effect to 


this common sense argument and patronage refunds have never 


duven considered income but rather something in the nature 
of a trade discount which any corporation is entitled to 
give to its customers. A Royal Commission set up in 1932 
10 Fngland to inquire into the taxation of cooperatives 
cams to the conclusion it was a trade discount and re- 


commended that in taxing cooperatives it be treated as an 
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expense of doing business and be deducted from the gross 
surplus to determine the income for taxation purposes. 
HOllowing the recommendation of the Commission, the Finance 
Act was amended to tax cooperatives, all of which had 
theretofore been exempt but the amendment provided for 
deduction of the patronage refund in the following words:- 

Mies) Wie dveneby @iecl area thin computing... 
any Onori ye or gains of a company or society which include 
any income which ig chargeable to tax by virtue of the 
foregoing provisions of this Section, theresare tobe 
dcducted as expenses any sums which -- 

(a) represent a discount, rebate, dividend, or 

bonus granted by the company or society to members 

or other persons in respect of amounts paid or 

payable by or to them on account of their transact-— 
ions with the company or society, being transactions 
which are taken into account in the said computation; 
and 

(b) are celoulated by reference to the said 

amounts or to the magnitude of the said trensactions 

and not by reference to the amount Of any share or 

interest in the capital of the company or Society.' 

a Th ivs amenament gave statutory recognition to the 
true nature of cooperative surpluses, at least to the extent 
JO which they are returned to the members. 

"In the United States, the true nature of patronage 
refunds was confirmed as late as September 29, 1944, in the 
case of United Co-operatives, Inc. v. _foumissioner of 
internal Revenue, United Co-operatives, a federation of 
CO-Operative wholesales, was incorporated not under co- 
Operative statutes but under the corporation laws of Indiana. 


However, its articles and by-laws provided that it should 
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function and operate as a true cooperative. Nevertheless, 
its right to deduct patronage refudds from gross income 

was challenged by the Commissioner of Internal Revenue. 

This was tho issue decided by the tex court September 29. 
The court held that patronage refunds are a legitimate 
aeduction from gross income. In other words, the litigauion 
snded in favour of the cooperative, even though it was 
incorporated not as a cooperative but under the ordinary 
corporation laws of the State. 

"Further evidence of the non-income or non-profit 
hature of the surpluses of cooperatives is to. be found in 
the fact that if such surpluses were to be taxed as income 
a cooperative could, by lowering prices, so arrange its 
er leins tier tthad novsurplus, on. whieh to base ws) bax 
without affecting the net cost to its members in any way. 
There is no obligation on a corporation subject to the 
payment of income tax to earn a taxable income ; the only 
obligation is to pay tax onee the income is earned. We 
submit a cooperative does not earn any tneome, or at 
least that portion of its surplus which is returnsda to 
its members or patrons is not income, and hence, should 
not be taxed. In this respect they are no different than 
way other corporation which may if it wishes so oonduct 
its affairs that it will not earn income and will not be 
trixable. 

"We submit that there is no inequity or unfairness 
in the application of the Income War Trax Act and Excess 
Profits Tax Act as between cooperatives and other types of 


business. Each pays tax on its income properly defined. 


Tue only cooperatives that are exempt are those ina 


limited class of primary producers which comply with certain 


ee fit: i lie as 
ne yi: 


) ail ris . ; 
a cn Wie? - 
iY De 


og: on wa 
sf ol | 


= 
4 


POUVLEL \ : hia 


Ae. 7 oa. 
~2400« Mr. Savage 


conditions, and this exemption is justified by the social 
valus of such cooperatives to the community in raising 
the economical level of our primary producers without 
increasing the ultimate cost of their products to the 
consumer -~ a thing which every government for the past 
thirty years has been anxious to do. 

"al. Recommendations: 

"We understand that specific recommendations for 
the amendment of the Income War Tax Act and the Excess 
Profits Tax Act will be made to the Commission by the Co- 
operative Union of Canada at later sittings. For this 
reason the Ontario Co-operative Union wishes to reserve 
any recommendations it may have until that time and if 
necessary to have a further opportunity of appearing before 
the Commission. 

"There are, however, certain recommendations which 
the Ontario Co-operative Union is prepared to make at 
bis stage, reserving the right to supplement them at 
later sittings of the Commission:- 


(a) that a proper definition of a cooperative 


be inserted in the Income War Tax Act and Excess Profits 


(ob) that provision be made for the incorporation 
OL cooperatives under Dominion law; 

(c) that recognizing the great social benefits 
of cooperatives and that the patronage refund is not income 
in any true sense, all cooperatives be exempt from the 
payment of Income Tax and Excess Profits Tax, by statute, 
on patronage returns. 


(d) that cooperatives, including credit unions, 


de excluded from the provisions of section 92 of the Income 
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War Tax Act and not obligated to defuct tax at the source 


on dividends, 
"All of which is respectfully submitted by 
Ontsrio Co-operative Union." 


O20;%6) @ 0 oe S10 ¢ @:% 


The Commission adjourned at 4.40 P+ Moto 


meet on Tuesday, February 13, L9204 8 Oe sm 
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TOTO 2 On GAPS 
Tuesday, 
epruary 13, 1945. 


The Commission met at 10 aem., Mr. Justics 


McDougall presiding. 


Examination of Albert C. Savage, continued 


BY MR. PARKER: 
y¥- stLthere are just one or two general questions I des- 
iro UO ask you concerning your brisf and after T have @en-— 
cluded the Commissioners no doubt will wish to examine you 
to One, erent. ) Tie TArst point is) CALS.) wy noOteiee: an your 
brief, in common with some others that have been submitted 
5O the Commission, that you place great emphasis on the 
fact that one member has one vote as a distinguishing feat- 
Mee oO eOGpetabives., 18 Gnat cCorredue hie SLES," GNauals 
PLLA ¢ 

Q@.- And secondly that proxies are disallowed? 
Pee neo, Wane sy rient.., 

GO. le 2 Ure thay in the cooperavives in Ontario 
there is what is known as a system of delegate voting? 
be ll dS UTue in Some respects, that is. in connection 
with the federations of cooperatives like the United 
farmers Co-operative Company, 

@. The big federations operate on that basis? A. Yes. 

me Thab 18; the territory in which they operate is 
divided into districts and the district members meet and 
appoint one delegate who votes on behalf of the members in 
Lnat, district? Riot Nees 

QQ. Would you not call that a4 species of proxy voting, 
Moers One man voues on benalt of Fitoy oriwore) in aodig- 
trict? A. Not according to my understanding of the use 


of that word proxy. My understanding is that a proxy is 
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exercised where somebody has authority to vote for someone 
else on an individual basis; but these people are appoint- 
ed and elected democratically to represent a group of 
their fellows. | 

2: In other words, your delegate, theoretically at 
least, has the power to vote on behalf of some member who 
perhaps may not want him to vote? A. Possibly. 

Q- Do you see any fundamental difference between that 
and what is known as proxy voting in a joint stock company? 
A. Well, the delegate representing the members of a co- 
operative is appointed on a somewhat different basis; that 
is to say, he is appointed at a meeting called cemocratic- 
aily for the purpose of choosing delsgates. 

Qe In the case of the individual proxy in an ordinary 
cOmpany, the individual seélécts the proxy he wants person- 
ally, whether he exercises his own judgment or not, where- 
aS in the case of the delegate he hag authority to vote 
for someone who might not want that delegate to vote for 
him? fe Mea ks eG 4 

Q- In your brief you make a statement to the effect 
that a corporation makes a profit both for itself and for 
itS members, whereas the cooperative only makes savings 
POrvite members. I,cannot give’ the “exact page, BUG iL 
think I have summarized it. Ae “el is a fair eunnery), 

Q- Io do not quite get what you mean by saying that 
the company makes profit for itself and its members. 
Assuming it does, we understand what becomes of that 
profit which it makes for its members. In due course the 
member gets it. A. Perhaps our language is a little 
avolved “here. 1b 1s “‘brue thas any profit made by the 
company would be profit made for the shareholders of the 


company as well. 
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Q- The company itself cannot use it except for and on 
behalf of its members? A. Except as the board of direct- 
ors may decide. 

as "locy ey Sduander 1b; but my point: is that the con. 
pany cannot for itself use its money any more than a co- 
SUSeravive Can, use 1ts money for itself. It must be for 
the benefit of the members. Do you agree with that? 

De POUL DIK SOs 

j%- sO I Suggest that there is not much difference be- 
GWeon se COOperative and fa company, in principle. “De you 
agree with me? Bera, oi think there is 4a distinction. “we 
have to take the picture as 4 wicle,. The principle of the 
cooperative movement is to make savings for the members. 

Q.- And by the same token the business of a company 
is tO MAKS Drorits for its members as distinct from 1o— 
SeLTT Bis 1 Ser 

Q@. Vhen you make this statement in ecifect == [ am nor 
QuOtGINe your words exactly. J] cannot give the page, but I 
think I am quoting you correctly when I suggest that, in 
Respecu. Cf ths margin, that is to say, the datrerence, ve- 
tween selling price and cost, you contend that if they 
were taxed the cooperatives could so operate -- practic- 
Bily au c0sl -— a6 to Nave no manein’ Ae. Yes: tney 
Sout oO 20", 


Pax] 


QO. L &@mM susegzesting to you that if they dia undertake 


bo Operate Ol that basis, without 4 very sare marcin as 


forced out of busines 


ig) 


cney dO, they would of necessity 6b 
sooner or later? A.) LE they Pan Tato 6. ved! year they 


Mien, be Torced out of DUSIness. 


QO: Ly 1s inevitabie? Ay Lt elev Ten intel. pad 
year. 


. From a purely theoretical point of view it might 
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bs all right; they might operate at costs; but as a pract- 
isal Weover 1t%ie nou Teasivie, is Lt? Be SE Oe 2 
would say that is one of the fundamental principles of the 
cooperative movement, that we do business at current mar- 
ket prices. There are two reasons. One is that we wish 
to establish a safety margin in doing business, and the 
other is that we wish to do business at ths current market 
price with other people, 

9. But we must be practical in this world, we must 
not be too theoretical. As a practical method of doing 
business the cooperatives could not operate on that 
theoreDica, Dasis; namely, abt “cost, “could they? 

Ree TE Would "say 10 would be "very Tisky. 


C) 


ou ® 


The probable result would be that if they got into 
Grouvie they would*@o under or they would Rave “to Seek 
assistance somewhere? A. From their members probably. 
They might have to borrow money from some other source 

tied tholr MempersnLp. 

GO. Ard if they did nov ‘have “the necessary -coilaverat 


where oui bney likely go Tor that “aseieteanices 
Ae  Eodontt Know. 

Oo,  VUde Lie rom The Rpas ve AN VIET ioey did net weave 
collateral I would say, judging from past experience, that 
they would go to their membership. That is the only place. 
Sometimes they might get it from the government, but the 
sovernment wants pretty fair collateral as a rule, in this 
orovinee at any rate. AS a matter or fact: I Gen tell, you, 
Mr. Chairman, that the government in this province wants 
more collateral as a rule than the bank does. 

Os “Thereonay pee variation in that regard in the 
different provinces. Now, as I understand your present- 


ation -- perhaps I -misunderstand it -- you base your 
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argument on the effect of the provincial statute which 


defines a cooperative and lays down certain rules on which 


cooperatives should operate? Beek | LESS 
Q. I presume you will agree with me if I say that 


these provincial statutes cannot be of any assistance in 
studying the problem which is now before the Gommission 
and in determining what is a cooperative such as would be 
exempt within the meaning of the Dominion Income Tax Act. 
A. LL don't Know whether 2 understand that. 

Q. Supposing that the provincial statute under which 
your society may be incorporated gives a definition, satis- 
factory to the members of that society, of what a co- 
operative is, and lays down certain rules in accordance 
with which cooperatives must operate; and supposing further 

hat Te usiines “prorits", “imeomes, and all) the) Gouger 

terms the precise meaning of which may be difficult of 
determination: if the Dominion Government, in its Income 
Pax Ach, Gid Bot adopt. the same definitions: then. one 
provincial statute would not assist: in deciding whay con- 
SLiGuUcSeS profit or Income within the meaning .ol (ule ucome 
Tas AGT? A. Pecan ecree Witn tue, 

Ve. PRANCISs That 18.8 question of Law. 

THE CHATRMAN: The witness agrees WAC Rit. 


7 


MR. PARKER: There are guestions of law in the brief. 
THE CHAIRMAN: We are not bound by the opinion of the 
witness on questions of law. 

BY MR. PARKER: 

\, 1 teke it also from your Oricl that) an your, wiew 
everything would be satisfactory, so far as the cooperat- 
ives are concerned, if the present exemptions provided 
for in the Income Tax Act were continued as they are. 


You are not suggesting any change? A. I think we are 
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suggesting changes. We are suggesting that section 4 (p) 
of the Income Tax Act should be clarified. 

Q. What is there that is not clear about it so far as 
cooperatives are concerned? A. A good many things. We 
sometimes wonder ourselves what it really means. “For ex- 
ample, it only covers certain types of cooperatives. 

Q@. That is what I am getting at. What types? 

A. Fishermen's, lumbermen's, fruit-growerst and such 
LIKOs 

G. “And other like associations”. That is your diff- 

iculty? Pascoe 2h part. 


Do. # eden, bhatt is One Gb your dint iculures’ 


Oo. in your View, aS one Who is Tamiiiar with anc 
wordings of this Act, do you understand it to restric. vue 
exemption to those types of cooperatives listed -~ that is. 
primary producers like fishermen, farmers and what not, 
and other primary producers? Is that your understanding 
oie uey 2 2m not in es position co explain wigs 
meant by the use of that word "other", 

Q. I am asking what your understanding of it is. 

A. 1 cannot understand it. 

GO, if you do not. know I Wili-mot press you on a7, buw 

perhaps you will go to this extent. Has the association 


present been operating on the assumption that 


ae 


which you re 
it is wide enough to include the processing and manufact- 
uring of primary products and engaging in export trade? 
Do you think it is that wide? A. ‘{£ have. heard wecpic 
areue that it is and 1 have aiso heard others argue that 
Lele Wl. 

Q. So have I; but I want the opinion of one who is 


associated with the business, as to whether it goes that 
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Lat. A. I am very doubtful whether it does. ~iewiliveo 
to that extent. 
%- You are inclined to agree that it is limited to 
primary producers of consumer's £00dSs? AtatLt ens vcer- 
tainly limited in some respects. 

Q- But just where the limit Ls, sliphe-Ghetacrt tte 
draw the line? Diy aN OB e 

Q- That leads to this :.question. If section 4 (p) were 


withdrawn or repealed removine whatever exemption is con- 


“ 


ferred upon such types of societies as enjoy the benefit of 
Coa Gacccnptiaon, and. 1f ali cooperatives had to depend on 
wnely actual method, of OVelatLOn 1m caknyineg Jom chet r 
buSiness, whether or not they operate SO aS to have any 
Paone. would the society which you represent be satisfied? 
A» I am sorry I cannot give a direct answer to that, be- 
cause the Ontario Co-operative Union has not yet consid- 
ered, 1ts policy so far as that question is concerned. 

While we have made some recommendations eb they ends ont he 
brief, the final consideration of the whole matter is yet 
to be undertaken by the union. 

Q. On page twenty-four, under "recommendations", you 
eugeest that a proper definition of a cooperative be in- 
serted in the Income Tax Act and Excess Profits Pax ACG. 

By that I take it you mean that the clause in question 
Should be made perfectly clear? hay Mes. 

®- AS to what cooperatives are exempt, iso that-there 

will be no further Cisti Cul iw at thee rite? A. Yes. 


Q Have you thought the matter through to the point 
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where you can advise the Commission on the Scope of such 
an amendment? In other words, could you help us with a 
proper definition of "cooperative of such a type as 


ought to be exempted? A. No. -In the brief there -are 
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some references to what has been considered a proper type 


of cooperative in other countries. 


Q@. Such as Costa Rica? eit, Loss 
Oo. Moo the United States? As MRE DHiseriese OF Gol= 


umbia. We have mentioned these in the brief because we 
hoped that it would be helpful to the commission. We are 
mots prepared vo go Turther than that ag tne” moment. 

Q- Are you prepared to say that either of these, or 
some modification thereof, would meet the situation? 


A 


A. J think some modification or perhaps expansion of it 
would. 

Q- But you have not got to the point where you are 
Prepared To propose a Tinal dstinivion and say, "Thay is 
good enough for usi?? Pree ia iets mani cs ara IC aie Rnpe 

Q» Your second recommendation is that provision 
should be made for the incorporation of cooperatives under 
Dominion law. Why do you say that? A. There are some 
cooperatives that are doing business extending outside 
EELS provinces ‘and [ think that isthe Treason behind the 
suggestion. Some of them feel that they should have the 
praviieee OF “applying "ror Dominion charter if they wien. 

Qe Don't your cooperatives do business outside the 
province’? Ae OS 

oe ao are Not HNesuricived in Shab respecs? A. No. 

Q.- What would a Dominion charter add to that? 
oe Ly isfelt thet 1f 4 cooperative wanted a Dominion 
Chanvor they should be able to get it. “LL don'ts know 
that there is any immediate advantage to it. 

Oe They do nob want 1 Merely 1 Or Gheieeke Of eye 
it; it must be because it. serves some purpose, 

BY MR. ARNASON: 


Q-. With reference to your recommendation respecting 
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a Dominion Co-operative Act, do you think it would be of 
assistance if a definition of what constitutes a co- 
operative were te eee into that Act? Ae. SOO aie ise 
would. 

) Do. you’ think that would tend towards a certain 
degree of uniformity of legislation in the various provin- 
ces, in that they would be inclined to insort a similar 
Corse 1On. Wn Laer statuces? Aa TS RI BO eae or 
it might Peva guide Tor the provinces, 

BY MR. PARKER: 

Q. It would be more helpful if that definition were 
placed’ in the Dominion Tncome Tax Act and copied “fromethat 
into the Provincial Co-operative Acts? A.) We TeLe the 
other way, that if we had it in our Tegislation it might 
influence the Dominion Income Tax Act, 

Q.° Finally’ you recommend: -"(c)° thaterecognizing: the 
oreay Social benerits Of toopsrataves ane that the pavron- 
age refund is not income in any true sense, all cooperat- 
ives be exempt from the payment of income tax and excess 
profits tax, by statute, on patronage returns.) That 
recommendation is based on the argument that they should 
De exempt because of their sectal character? Boo EG 
fe One, oO, Lis areumonts, — Dresume. 

Q. By inference, does your suggestion exclude from 
exemption reserves of amounts allocated but not paid? 

A. "Not in this suggestion at the present "timess 1 think 


are dealing only with patronage returns. 


— 
at 
a 
pu 


By *returns* you mean the amount actually paid 
rather than amounts credited on the books of the company 
and held back for working capital? A. “paid or allo- 
cated" was the way it was submitted by our committee, 


although it doses not so say there. 
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Q.» Does your recommendation refer merely to amounts 
paid in the year in which they were earned or saved? Ars 
those the amounts that you are recommending should be ex- 
empt, or are you asking to have exempted not ee those | 
but such amounts as may be credited in the books of the 
cooperative to be actually paid at some future date? 

&. In this recommendation we intended to include both 
those. 

Q- Did you intend to include the reserves? 

A. I don't think we have come to the point where we make 
a recommendation on that. 

Q.- Have you considered the status of the reserves? 
#.,iGeneraily.. 

es eave you come to any conclusion? Ae We have 
not come to any conclusion. 

Q- AS to whether they should be properly taxable in 
the hands of the cooperative? Aw, NOs 

Q@. Your obvious recommendation is that this nuisance 
should be abolished? Pol LOG « 

Q» You lay down very carefully the principles which 
make up the Rochdale plan, the forerunner of all these 
movements. Now these principles were pretty strict in the 
Cid. days? Ay ¥oS% 

Q. DO you agree with me that the cooperatives in 
Ontario, including the one on whose behalf you speak of 
today, have departed considerably from those original 
principles? A. I don't know whether I agree with 
you in saying that they have departed very far from them, 
but they have departed. 

Q.- How far, ana in what particulars have they 
departed? A. For example, I think the practice of 


doing business with others than members is a departure 


| 
t 


wa 
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from one of the Rochdale principles. 

y+ DO you think that carrying on processing and man- 
ufacturing, and engaging in export business, is 4 depart- 
ure? Ae No, I don't think it is, because if we read 
the literature in existence, so far as the Rochdale prin- 
clples are concerned, we find that the Rochdale pioneers 
definitely contemplated going into processing and manufac- 
turing. 

Q.- Why do you say they SoHeaey tar ek Lb? Te -pheis 
acvuel operations did they «6 that. fare A. Perhaps the 
original society did not but it was their intention, 

Q- Was that intention expressed in the rules of the 
SOCLeby? A. It is expressed in the records extant that 
eventually they contemplated that their society would 
develop into something a good deal wider than it was at 
LbS inaugeration. 

Q.- I am not very familiar with all that ancient 
Tiveravure, but Tor the record can you give us a reference 
to some source where we can find it? As J Cantt ceiver. 
from memory but I can supply the Commission with it. 

Thi CHAIKMAN: It is contained in a number of works. 
fiereply to Mr. Parker, you spoke of your margin of safety, 
meaning thereby the reserve you are able to put by? 

THE WLTNESS: I believe the reference was to the 
fact that it was necessary to have gome margin in order 
to operate the business on a safety basis. 

THE CHAIRMAN: That margin is supplied from the 
reserves you set aside? 

THE WITNESS: Yes. 

THE CHAIRMAN: Do you regard it as any departure from 
cooperative principles that the annual distribution should 


be deferred for a number of years in order to create your 
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reserve? Is that an original cooperative principle? 

THE WITNESS > I think that if we take the Rochdale 
principles literally it is a@ departure. 

THE CHATRMAN: Otherwise you would have no such mar- 
gin of safety or reserve? 

So WIN SSoo; Te TS aa oni 

THE CHAIRMAN: That is what I understood you to say. 

DY MR. PARKER: 

Q. That is another departure? Boe SS oy Mey eh 
that I think we all agree that down through the hundred 
years that this movement has been in operation it has been 
necessary in some respects to depart from the Rochdale 
principles. 

THE CHATRMAN: The only reason I asked the question was 
that it has been insisted in so many briefs that the Roch- 
Gale principles are still observed without much qualific- 
ation. 

Tae WITNESS: “I would tot @o-that far, sam. 

BY viik.. Pani: 

Q- On page twenty-one you make an argument with res- 
pect to double taxation. A. Is that on page twenty- 
one? 

Qe Or page twenty-two. You argue that by reason of 
some law or from necessity cooperatives are prevented from 
operating on strictly cooperative principles? Bie “Yes. 

Q- What law or what necessity would prevent a com- 
pany operating on truce cooperative principles if it honest- 
ly wanted to do so? A. Would you mind if I answered 
that in two ways? First of all, so far as law is concer- 
ned, there are the regulations of the Wartime Prices and 
Trade Board -- for example, in relation to the selling of 


fertilizers. A cooperative handling and selling 
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fertilizer is bound by the regulations of the Wartime 
Prices and Trade Board and it must, according to those 
regulations, sell to anyone in the district, whether men- 
bers or not. That is a matter of law that prevents the co- 
Operative or might prevent the cooperative from qualifying 
unpier weet on,.4 «(p). 

O.- Under the 20 per cent provision? Due Wess ) and. 
so far as necessity is concerned, the question of public 
need, I would give an Lilustration. | I Reve i niutind.a soos 
operative we have in this province, a consumerts cooperat- 
IVS StOre. whieh vy she tomly store ania community of 1,200 
people. It is a matter of necessity that that cooperative 
should supply the people there with consumable goods. 

That cooperative could not say to anyone, "We will not 
supply you with goods because you are not a member.’* 

Qe Way? Aat Public necessity demande that ie, oo- 
operative shall supply the people in that community with 
oods as a public seryice; otherwise those people might 
not get anything to eat. 

Q.- They could easily become members? A. We have 
NOt ound, Lh to work ou 80% 

Q- You have not a system whereby everyone who buys 
a pound of tea, Jet us say, automatically becomes a mem- 
ber? A.~. No. 

Q- You do not have that type of membership? 

A. We have no automatic memberships in this province. 
In the community to which I have reference the general 
manager of one of the big mining companies is a patron 
of the cooperative store but he would not want to be a 
member of the cooperative, on principle. 

THE CHAIRMAN: Even some of opposing counsel in this 


inquiry are members of cooperatives. 


\Soarety 


Pde 
ew 
F ia. 
i 


he 
ie . 


rv ret 


are * 


+ GQuee: 


2 ., 
Tas 
‘ 


5-14 


Z 


£15- 


I 
tw 
Ol 


h> 


Mr. gavage 


THE WITNESS: I quite appreciate that; I have heard 
about it. I would not be surprised if, when this inquiry 
is over, we have a good many more. 

BY MR. PARKER: 

q- At the bottom of page twenty and the top of page 
twenty-one you make an interesting argument which, if I 
apprehend it correctly, means that you wash out any differ- 
ence between company taxation and cooperative taxation. 
You say that in the final analysis it is all paid by the 
consumer anyway? A. Yes. 

Q. So that all this talk about the company paying 
taxation is artificial in any case? Be LES, 

Q. Assuming that your argument is sound, you say 
that at the present time you aré on an even keel anyway, 
that there is no such thing as double taxation in the ord- 
inary company? A. We Say in the brie? that in this req- 
pecy Wwe are agii-equal in that the consumer in the fine. 
analysis pays all taxes anyway. 

Q- In the case of the ordinary company there is paid 
first the corporation tax and then the shareholders have 
to pay on personal income from dividends they receive and 
that has sometimes been referred to as double taxation, 
puowyOuUsayy,it. is not double taxawion, ab. allwsct ie 
really all paid by the shareholders in the final analysis, 
only the company pays the shot in the first instdnce and 
they pay on their own income -- they pay the second shot. 
At any rate, it is in essence all shareholders! money 
that is being taxed. Is that your position? 

A. Perhaps I could go 4 little further than that and 
say that these taxes have to be taken care of somewhere 
and the taxes that are paid by a corporation have to be 


included in the cost of the goods they sell Pie Lily and 
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on that basis we make the argument that all the taxes are 
paid by the consumer in the last analysis. 

Q@- One other question. In the brief you state that 
you are unable to give official figures on all cooperatives 
in this province because they are not compelled to file 
returns and therefore the returns would be incomplete? 

Ae Theat is right. 

@» | There isane compulsion.on cooperatives to make 
returns? Bai. | NOx 

Q-. But many do voluntarily? Ais tray Gian 

Q. And many do not? Be that Leurient 
Q- May I ask whether you can elve any reason why 
those who do not do go do not Show more cooperation with 
the government and file their returns? A. The reason is 
that there has been, PaLisculariy in ghis province, no 
supervision of cooperatives. 

Q. By any sovernment authori vy? A. By any govern- 
ment authority and recently not by any cooperative author- 
ity. We would be Very 2lad to. Wave some System whereby 
the cooperatives would by law be compelled to make re- 
turns. | 

Q» Have you ever approached the legislature to make 
such a law? Ain NOD ete 

Q- Have you set up any Supervisory authority among 
yourselves so that they would all Le port tos you? 

A&A. Not so that they would all report tous, but we have 
in some ways set up some supervisory authority, though not 
gn authority that requires reports. 

Q- In your brief, which is general only, there are 
four concerns particularly referred to -- the wool growers , 
the cooperative honey producers, the packers and the 


wholesalers. TI am not giving the official names, A. Yes. 
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Q+ Those would be four pretty representative and sub- 
stantial cooperative societies in this province? | Awe s. 

Qs .< ain putting bhis request to you formally. Wild 
you undertake to supply the Commission ae financial 
statements in detail, either in the form of a brief to be 
Sent later or in sufficient detail to enable the Gommis- 
Sion to have a clear idea of how these four big companies 
operate? 

MR. FRANCIS: We shall be CLC iO) O eb hate 

MR. PARKER: Mr. Prancis understands the type of 
information that should be included there. 

MR. FRANCIS: We will amplify the financial statements 
to some extent. 

THE CHATRMAN; On page twenty-three I see the sug ges- 
tion is made that if the cooperatives were to be taxed 
there would be a means of freeing them from their taxation 
by having no surplus? 

THE WITNESS® oes. 

THE CHATRMAN: Then what would become of your reserves? 

THE WITNESS: I think that if we followed that through 
there would not be any reserves. Tag Ts one of the things 
that we have been talking about this morning. AS a margin 
of, Satety» tisk is necessary to have reserves and if a co- 
operative did undertake to do business at cost it might 
decide that it would not have either regerves or margin; 
in other words, it would follow the unsound business prin- 
ciple of taking a chance. 

BY MR. NADEAU: 

Qe Would they not then use the loan unit System to re- 
place those reserves? A. Pney eeniedo thetasiear oe they 
needed financial support. They might call on their members 


to put up any additional loans. 


+ %)D 


ae ea 5 | epee 
eens Say ae ah 


~2418- Mr. Savage 


Oe there a eoneral tendency in this province for 
the cooperatives to change from the share capital system 
to the loan unit system? Me Vesa CNeTe 1s 6 

Q- How long has that practice been going on? 


As’ W6ll, it has beén particularly evident in the year 


Q. Was it long after your recent amendment to your 
cooperative law regarding the loan unit system? 
&. I am not sure of the date on which that amendment came 
in but I think I am correct in saying that the development 
towards incorporation without share capital has been very 
recent. It came to a head certainly in" L9¢’ but there was 
some evidence of it before that time and it has been the 
practice since provision was made in the Act for incor- 
POravionc of Thatekind } 

Q. Can you give any reasons for that? A. One reason 
is that we feel it is more the cooperative way of financing, 
that is on a member-loan basis rather than on the share 
Capital basis. It is a more flexible method of finencine. 

Q- Is it in accordance with Rochdale principles? 
ee) sue 
Q. Are you paying any interest on those loan units? 

A. Jt varies considerably in the different provinces. [In 
Sole Cases they do not pay interest at all. 


at 


Is it so in most cases? A. In most cases they 
do pay a moderate rate of interest. 

Q- They have reduced their-interest compared to the 
rate of interest paid on share capital recently? 


As Yes. 


MR. FRANCIS: Section 147A came into force in 1942, 
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BY MR. VAUGHAN: 

@. There are a few differences between what you call 
the profit company and the cooperative which I would like 
to point out. A profit company, you say, ino Leb ea 
Lts ownership to the number of shares it is "authorized wo 
issue, and as against that you state that the cooperative 
has open membership, the limit being the economic conditions 
under which it operates. Taking into consideration the 


fact that the so-called profit company may increase its 


Capital according to its requirements, is there any diftfer- 


ence between the two? fo Yes.) T think There a6 7) 
Oo. In whan way? A. fhe increase in capital might 


5 


be held by two or three individuals in the private company 
but in the case of a cooperative the increase takes place 
Over a wholes: 2rouws “Ol people. 

®. Bub that is not the point in your argument, be- 
cause you say that a profit company is limited in its 
ownership to the number of shares it is authorized to issue. 
A private company can issue further shares according to its 
requirements. Tb does not matter who buys the Shares; any- 
one miieht buy them. The point is that more shares are 
issued according to the requirements of the company, where- 
as you argue that with cooperatives it is open membership, 


the Limit being the physical and economic conditions under 


which, the cooperative operates? La a Resi 

Q. Both can obtain capital to operate according to 
their requirements. It can be done in a so-called profit 
company and it can be done in a cooperative. They are the 
same in that respect? AL! SL think 2 Can Serres, in eo 2a 
ao their-ability to -obbain Gapital Tor theirryrequrrements 


is concerned. They both have the opportunity if they want 


men? 
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to do 50, 
Q. The private company is not limited to its present 
issue;.4t can make further issues as required? As NSB 
QJ. LOUrealso State they the prorin Company 16 oreen1y— 
ed 10 G0 DUSiness With the geheral public, -an@ in tne par- 
agraph following you say that a cooperative is organized 
to provide goods and services for its members. The co- 
operative store supplies services to anyone who comes in to 
bay, Nowevery A. Yese 

On" Welty Ws not thatwdealing with the pubic? 
pw Yess put the point is that whe cooperative 1s organized 
to do that job on the basis that we suggest. 

on SU ates what 2b really does father tiem wiaw 10 
is organized to do that we are concerned with. 

A. <n a consumers store they do’. 

On “Miey Soul to anyone vat comes ina a, ee es 

iy, PACT ie Same way the private company secure tao 
Ene public? Bx eS", 

jroo vou mere is no da trerence A’ De tine o 
respect there is no difference at all. 

oO. Later on you mention the -aitiferent vance Wie jare 
pata, “UW amraskine for informations. (Do you, know a2, tae 
Sales .tax is paid or charged -- either one or the other -- 
on the manufacturing and processing that is done in co- 
operatives? A. oD Ghank’ can answer fairly aeauragaly, 
Sir that it is 

A.A" What is “fairly accuratelywr Dovyou'enink Tois 
one in ai “eases? A. Phe Sales’ tax Vomes Under che 
epecial War Revenus Act. 

OLCVeD know 1b asunder G aiitesrene: pot paw Tora 
it up because you mention it. A. he cooperatives are 


not exempt from the operation of the Special War Revenue 
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Act and as such, if they were in the manufacturing business, 
they would be subject to the payment of sales tax. 

Qs “They are Subject to taxation, in wonneeLdon wien 
their processing? Ae es. 

@e. Pub Vou are not. sure how far. they pearetaat cies. 
or charge it forward? fiw “ONO < 

en LoL we they pay all’these taxes. That is what 
you say in’the brief. A. UDLran Ssalisiaeth they pay the 
sales tax. | 

Oo Hivirel yeor partial tye A an: TACO ON ANG "GE ae ae ry, 
one’ extents 

Oe Thevoriver says they pay all these taxes.) However, 
i taker it your are not sure of that? Aw We are not: ob- 
JOCUVI NE to paying 2Tt. 

BY MR. ELLIOTT: 

q- -elr thet: same *seoUlon,. ii tine comparison between 
profit companies and cooperatives, I take it that the pur- 
wose OF tite Section; the reason cwhy “Wty las ibecewmaneluded, 
ir-o show Ponat tiere iS: avdifrereiteciicine sop yocus a oF 
which the two sorts of companies are organized? F earyea. 

Q; M“aet ks probably thé maibmsreason for pubtine 
that Wn) Gt is quite difficul demonatrat ively and ¢ius= 
Cover “bie purpose? AMOS. 

QO. -“Lewould- Like! to eo" througitwith mou agnunter of 
these points and ask you what you think is the signific- 
ance of the differences from the standpoint of administer- 
ing taxation. To begin with, on page seventeen you say: 
"Cooperation, on the other hand, is a union of persons who 
subscribe capital for the purpose of providing themselves 
with goods and services at cost." There is one prelimin- 
ary point there. Presumably the members get an advantage 


through subscribing this capital’ AVaRYoS singel tisnk 
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that 18 sos 

Q.- And that advantage is an inducement which leads 
them to cescribe capital? A. That is the principle of 
the cooperative. 

in BPOU cays. the inducement held out by cooperatives 
1 BOL profit... but saving, and service by the members of the 
cooperative for themselves. ‘That saving and that service 
depend upon the use of invested funds -- in part? 

BE witss 

Q- So that the members obtain an advantage from using 
their funds in a cooperative organization? A. Phat. is 
rients I think, . yes. 

Q- I have asked this question a number of times be- 
Lore; [s7there any iway of measuring in dollars and cents 
the advantage -- I am excluding the social advantages -- of 
the saving that they get from this method of procedure? 

A. I could not give you any fixed measure for it. ae 
seems to me that it can only be decided at the end of the 
period of operation as to what the practical or financial 
advantage is to the aes from the use of his cooperative, 
and it might vary in different cases, 

Q. You are thinking of the patronage dividend now as 
a measure of the advantage? A, Wess 

Q- If,as you suggest, the cooperatives, speaking of 
the consumer cooperatives, changed their policy to charg- 
ing ‘ower than the current price, then the patronage div- 
idend would no longer measure the advantage obtained by 
the members from acting cooperatively? A. I would say 
it would not accurately measure it. 

Q- And if, as sometimes happens, the cooperative 
organization were to charge a somewhat higher price than 


other stores in the district, the patronage dividend in 


’ 


. 


RAD oh Ch ge pees 


‘a ped & yr 


9p pus 
ve 


—2425- Mr. Savag 


that case would not exactly measure the advantage to the 
members? A. LI aeree. 

@. Do you. consider the inducement that you hold out 
to your members to subscribe capital to be as strong as, or 
either stronger or less strong than, the inducement the 
ordinary company holds out to the prospective buyers of its 
shares, or have you enough experience to offer an opinion 
on that question? As VLD oD Mey. Gxpress 2n opinion om eri, 
I would say that the cooperative does offer a greater in- 
ducement to its members to invest funds in the organiz- 
ation than a private company does. 

Q. Then why are not all funds invested in cooperatives? 
Ao Theat 18° one thing we cannot understand, Sirs 

@- in the raising of Tunds, then, you do mot fecr 
yourself at any disadvantage as compared with the non- 
cooperative companies? Ae Noy Site SO 6G ine 
pre in sO Deras the raising of funds 1s iconcericd. 4 ters 
is no disadvantage that I know of. 


r 


a. Vou say: "A cooperative is organized, to provide 


a 


e00ds and services for its members, and asa corporate 
pody it is mérely the agent of its members. Would you 
say in the same sense that the non-cooperative corporation 
was the agent of its members in making profits Tor ites 
members? A  .Not mecessaridy so, 


OS. Will you explain what you mean Dy "nov Necessarily 
So"? A> in the ©Pirst instance, in De case of 2 co- 
operative, it is organized with that object in view, that 
is, vie Object of supplying @o0ods and. services tor tre 
members. In so far as the profit company is concerned, 


25-25 Uob organized with the, object 1n View ot providing 


goods and services to its members, whom I class as share- 
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holders, but rather to a third party. The objective in 
the case of the profit company is to provide a profit for 
the shareholders, but they provide goods and services to a 
third party who is puneade the shareholders. 

a» My question concerns the idea of acting as agent, 
however. A. In my opinion, sir, the private company 
does not act as agent for its shareholders. 

Q° Even in the making of profits? A. Maybe in 
profits, but not in the provision of goods and 
Sea vVaces.) Si thamicMt can agree that it. acts as Sean Lor 
its shareholders in the making of profits. 

THE CHAIRMAN: I suppose you admit that purposes and 
performances are not quite the same? 

THE WITNESS: IT agree, sir. 

BY MR. ARNASON: 

j- You made one remark among others that interested 
me, and that was the statement to the effect that in this 
province the cooperatives do not grant membership on the 
basis of patronage only but on the basis of a written 
application for membership. Is that correct? 1 ira wat et = 
not quite correct, sir. There are some memberships accept- 
ed without written application but not on an automatic 


basis. The membership is on the basis o 


Fy 


verbal applic- 
ation. That is the difference I want to make. 

Q. Just under what conditions would that verbal 
application be made? A. In some cases the application 
for membership is a written one, but in the illustration 

want to give you the provedure is something like this. 
An individual expresses a desire to become a member of a 
cooperative and that desire is conveyed to the board of 


directors either by the manager or by some director and 
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Lae ear Delores The porsrd, ‘and. in that way 2t/is esther 
accepted or rejected. If it is favourably received that 
individual becomes a member. 

i. “LUwbie Previous Nearings 1 has been posited out 
that the patron, or shall we say the shipper to a markev- 
ite COOpeTavive can, DY Virtue of shippinge ite produce to 

he organization, become a member on the basis that his 


sare of the earnings is credited -to him and applied bo- 
wards a membership fee or a membership share; and in some 
instances it is provided that when the amount accumulated 
is sufficient to pay for the Share or the membership fee 
the patron 1s made a member of the organization by the 
beet ol Carectors: Rey eae 

Oo Witcmout e0ing Into the reasous Tor onan policy, 10 
you think it would be advisable, as a matter of cooperat- 
ierporioy, CO Insist thaw in) every case, regardless por 
wietner the pavronm has accumulated a certain quova ig the 
Organization Or not, the patron should "be requaredr Fo) sien 
an application form? Ay “Personally TF woulw ve e727 for 
it. 

Oo. Ons other question. A number of Questions fave 
been asked with regard to the reserve. At previous hear- 
ings the meaning of the word "reserve has been taken to 
eomprise two things. There is first of all the reserve 
which the cooperative is required by statute to Set asids, 
the reserve for contingencies, and then there is the so- 
called deferred dividend reserve which is used as operat- 
ing capital? Ay. Yes. 

Q. Do you know of any instance in this province where 
a cooperative has paid out its patronage dividends in the 
year in which they were earned and at the same time has 


asked the members to return a portion of the dividends to 
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the organization in the form of loan capital’? ies Ge, 
Q. Do you follow me* i i al Ta Dy 


Q. Do you know of any such cases? A Ves rireaon 


& 
°e 


Gould you give us a little more information about 
that? A. That will be dealt with in all probability by 
a subsequent brief, but: I do know of cases where cooperat- 
ives have paid out their samings and, having paid them 
out, they have approached the members and -- in general 
meeting of course -- the members themselves have agreed 

to plough the earnings back into the cooperative in the 
form of capital. 

BY MR. PARKER: 

SO. there is one question fT omitted.’ Tenave= ready 
Sloier If this Dracr OF In, Somer’ or the Olners: Deortoriows 
that some of the cooperatives in Ontario have been paying 
income tax. Ay fhe eo i Ghee oe 

®. AS regards those or which you have” kKuowledee,) on 
what basis have they been paying income tax? They paid 
it, in respect of what portion of their receipts? 

A. Everything except patronage returns, and in Some cases 
they even paid on patronage returns. 

Q. Mr. Commissioner Arnason referred to the statutory 
reserve and the deferred dividend reserve? Yess 

Cor aey ere. taxedy Aw. Lose 


Q. -And in some cases the patronage dividends? 


Bel to te fou Unit orm A. 0 Know Tees 0p uniter 
and that is one of the things we complain of in the brief, 
jack of UnLTOrmiuy. 

Pe leGad you. bell usr ine basis on which it has been 


operated in this province? A. Even in this province 
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there is no uniformity in regard to it, 

ae Is it a case of those paying who want to pay and 
those who do not want to pay not paying? Ay Rao sre | 
matter of opinion on the part of thé income tax inspec- 
LOT | 

Q. That is the local inspector? As VIhe divigional 
inspector in charge of a cértain inspection district. 

Q+ This province is divided into a number of dis- 
tricts? A. Yes. JI am not sure how many, but I think 
there are Seven or eight inspection districts, 

Q- Gan you name some district in which their rulings 
or their instructions, or whatever they are, have been to 
pay “On scertvain things? As Thetneamin ton kdi stiri cu mor 
example, has instructed the cooperative to pay income tax 
on patronage returns. 

Q.- And on reserves -- deferred reserves? Ay "Yes. 

Q- Has any other district followed that practice? 

A. I am not sure but I believe that Timmins comes within 
the Ottawa district, and while they have not asked them to 
pay on patronage dividends in the ottawa district they 
have asked them to pay on other things, 

Q- And have they been paying? Ne Cais 

Q- Can you mention another district in which t hey 
have been advised that they do not have to pay on anything? 
A. JI think that question can be correctly answered by say- 
ong, bbe aporon lo “district pir’ ine cooperative qualifies 
under .4°(p). 

Q- Is there any uniformity as to what constitutes 
qualification? A. So far as membership qualification is 
concerned, 

Qs. The 20 per cent? Pee ere. 


Q- But apart from the 20 per cent clause, looking at 
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the nature of a particular cooperative and considering 
the question whether it is doing business cooperatively 
OP 216b. 1s Fo ar any ruling in that regard? <A. Iam 
BOEry, Mus (Laon ty at that. 

Q. Is there cute ruling given whereby any cooperative 
has been asked to pay taxes on the ground that it was not 
truly cooperative? Bas es, 

Q- And have they done so? A. Yes. 

Q. Societies which, in your opinion at any rate and 
in the opinion of your associates, are really cooperat- 
ives should not be paying? A. There are some cases 
where in my judgment cooperatives are operating as co- 
operatives and they should not have been paying taxes but 
they have been called upon to do so. 

Q- But’ they have never made an issue of it in the 
courts? Be NOU in the courts, no, 

BY MR. CARSON: 

Q- When a cooperative is organized it must have money 
to start on? Bee 26S. 

Q- And that money is furnished either by members sub- 
scribing for membership or by members lending money to 
Phe Oreoni zation? Aw YOsr 

Q- And that represents, I suppose, the capital with 


which the cooperative gets under way? Ao Rag is 


TiLeOt., 

Q. And after the cooperative is formed -- [ am speak- 
ing of a consumer cooperative -- it must buy goods? 
A.« Yes, 


Q- Commodities. Taking the illustration I put to the 
Commission yesterday, if the cost of purchases is repre- 
pented by XA, that is the total over-all cost of purchases 


in a given period, say the calendar year, and if the 
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revenue from sales is represented by the letter Y -- do 
you follow that? De iO Vee. | 

Q@. And the expenses of operation might be designated 
ei a5 es then-.the difference bétween Y and Y minus 1 
might be Y minus’ 2, the net revenue. Do you follow that? 
fae eos | 

Qs «And then you get down to the letter ZZ Twill 
not use the controversial word profit or gain but the 
word "differential". Now if Z represents the ditferentceal., 
that is the difference between X and Y minus Oy gay take 
it first that the object of the cooperative would not be 
to have minus Z? It would not want to have minus Z? 
Sete Ge een 

Q- And it would not want to have equal Z%, where it 
broke even? A. It might. I know of some cooperatives 
that would want that, where they would break even. 

Q. If the income tax fell on them they might carry 
Ol sO aS GOunave equal Z? Ae Cag 

ws YOU would not Look on it a= sound Eyer policy 
So to plan operations that at the end of the year they 
would arrive at equal Z? A. It depends on the type of 
cooperative of course. 

Q» Is there any cooperative that would want to come 
Out. equal Z? As: Yes, 

Q. Bor a. particular year, nob kmowine what pitfalls 
there might be the following year? Ae, X66; if Uhat were 
bihelr basis of doing business. | 

Q- Is that at all likely under present conditions? 
4H. It is not a sound business practice. 

Q- Let us assume that they carried on their oper- 
ations on sound business principles, because that ought 


to be the ‘cornerstone of cooperative principles. 
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A. Depending on the kind of cooperative it is. 

a. vake> the illustration I have been giving you -- 
consumer cooperative. A. My vision of a cooperative is 
200d deal broader than Vie ah remit. service to con- 


Sumer and to producer. I take the whole gamut of then. 


Q.- I have to be careful because you know more than [ 


do about this. I am putting the case of a consumer cooper- 


ative to you and I am suggesting that in the case of a con- 


Sumer cooperative they would certainly not have the objec- 


tive of arriving at minus Z for the year's operation? 
cer 

Q. Nor equal Z for the year's operations? As) TERS: 
might not. 


Oo Lo AS unlikely? A. It is unlikely, yes. 


QQ. §O that speaking generally their objective should 


De LC arrive at plus 2? A. Ye@S-. 


Q. Then 1f they arrive at plus % they have that mar- 


gin of money over and above the cost of goods and expenses. 


g 
(ha 255 vient? As YOS; Chey Dave Goat mie rein. 

Q@- 1 am avoiding controversial words with you. And 
that margin may then be used by way of distribution to 
members? foe NOS. 


Q. To some extent non-members, in the case of some 


Q@. And then what is left may be put aside in ths 


eo 


form of reserves? Be TEs 
Q. Now then, in the case of a consumer cooperative, 
I suppose you have some where you may have 500 members? 
A. Yes, we have. 
Q. In that type of cooperative, with 500 members, 


you may have 2,000 patrons who are not members. Am I 


out in the relationship? Aw Yes, 


cooperatives? A. It can be patrons who are not members. 
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Q@. What: would it be? A. -It would be the other way 
around; the membership would be represented by the higher 
figure and the patrons by the lower. 

Q. That would depend on the particular community in 
which you were? Meva Yes 

Q- It might be 500 members and perhaps one hundred 
or two of patrons, non-members, or perhaps 500 members and 
four or five thousand non-nembers? Au Yes, depending on 
the community. 

Q. How are the members' accounts kept, that is to 
say, in the consumer cooperative, a general .storeid6a Ling 
in such commodities as eggs; oats, butter, gloves, shoes, 
food commodities generally and dry goods? Member 4 might 
purchase more in the food line in that cooperative and 
member B might purchase more in the way of clothing and 
adrygoods. I suppose it is recognized that on some commod- 
ities there may be a loss in operation. Is that rien he 
B.- Yosu 

Q+ And on some there may be a gain in operation, or 
a favourable margin, to avoid controversial words? 

(ee Saree 

Q- Then what the member receives out of the year's 
operations comes out of the common pot? A. It comes out 
OL Che mare ims 

Q- It comes out of the overall or final margin 
arrived at as a result of the balancing of losses in the 
handling of some commodities and gains in the handling of 
Ovners? j AS GN Goh 
Q.- ind the member's account is not kept in any way 
that can determine or reflect what his interest is in the 
particular product purchased, say butter or eggs? 


&. Oh, no. I donft think anyone would know. 
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Q- It is not possible? A. No. Where a variety of 
commodities is being handled I dontt think you could set 
up a system of recording SUC aSminah. 

Q- So that his benefit is dependent on the trading 
that is done in several varieties of commodities by the 
organizations? A. Not altogether. When the final 
settlement comes at the end of the year the usual practice 
is to have the member of a consumer's cooperative bring in 
his counter-check ag evidence of his purchases and he only 
gets his patronage dividend on the basis of his purchases, 
sO that 17 “he was not doing business in butter during the 
course of the year he would not have returns on bubter bat 
only on the goods he had bought; 

Q. Are the accounts in a consumer cooperative kept 
in Such a way that there is a profit and loss statement in 
respect of each commodity? He Perhaps dad not make 
that quite clear. When you gO into a consumer store there 
is a counter-check book in which the clerk makes an entry 
in duplicate and the purchaser is handed one while one 
remains. in the book, Isn't that so? 

Q+ Don't ask me too many questions; I might make a 
mistake, A. Well, that is the fact. “There is an account 
book. People in retail business are quite familiar with 
it; it is a counter-check book in duplicate, with a carbon 
copy and the clerk writes down the purchase and hands one 
Slip to the purchaser, 

Q- And that shows the purchase of the commodity? 
=. Yes, and at the end of the year when the patronage 
return is made the cooperative invites the members to turn 
in their copies and the cooperative has a record of their 
purchases during the year. 


Q- The total purchases? Aes Yos, and it is on that 
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basis that the calculation is made. 

Gis LP 1s ep lhe “totad purchase of the member that gov- 
erns , not the purchase of particular commodities? 
faot® Mie oS ive nti. 

wile: Es the doar st Aw eS. 

Q. And the benefit he receives in the way of money is 
dependent upon the over-all operations in the way of trad- 
ig Wi severabicommoditics; that) is Me jsay, If mere tea 
loss in eggs and there is a gain in boots and shoes, and 
the gain in boots and shoes and all other commodities 
that bring an advantage is much greater than the loss sus- 
tained in respect of the commodities that do not pay, the 
calculation is made on that basis. Generally speaking 
CHeteis mien? A. Generally speaking that is correct, 
but sometimes patronage returns are only paid on certain 
commodities. 

Qt but that is) thelgeneral’ rude. chak vow! have teiven 
me? ee Ie Ce voy we ll esi. 

BY MR. HAM: 

te Mire Savages On pages:.6,7 10), Berl andw ee ou 
deal with insurance and in one instance you use the term 
"mutual insurance societies" and on page 10 "farmers! 
mutual fire insurance: societies." On pages 12, 13 and 
14 you develop an argument with respect to the taxation 
of mutual insurance. What type of mutual insurers has 
the argument reference to? Where there are a large nun- 
ber of different types of mutual insurers, I.wondered 
whether your argument had reference to any particular 
kind? A» We are referring Go. the sixty-seven farm 
fire mutual insurance companies in this province. 

ass Thelareument-hasthe referscnes to cash mutuals, 


deposit mutuals or reciprocals? Ae Y@S. 
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BY MR. FRANCIS: 

QQ. My nearnsa triend Mr. Parker was askine you as: to 
the reasons why the practice of organizing had changed from 
the share capital basis to the Mnembersnip Vasisy Rave you 
aware that in Ontario a company incorporated under the 
Companies Act is unable to buy its shares? AG) SYes 

Q@. And are you aware that in most cooperative Acts 
in the dominion they-have that privilege of buying their 
shares? As ONO. 

Q@.- One of the reasons why this change was made was 
because of the inability of cooperatives to buy their own 
shares? A. Yes. 

Q. With regard to the question asked by my learned 
friend Mr. Parker as to thé Similarity of. proxy and deleg- 
ate voting, you mentioned the literature of the English 
cooperative movement. No doubt you are aware that in the 
English and Scottish wholesales, which are based on 
Rochdale principles, delegate voting is followed? 
hae Oss 

Q. Do you regard the delegate system of voting as 4 
departure from Rochdale principles? A. Not exactly a 
deperture, nO. “Tt-2s to a deerece a departure pemnavs. 

Of o> 438 the practical application ‘of Rochdale pian 
Cipies in ‘ther federal Ticidy A Yoo. 

@. One question with regard to the hypothetical or 
alphabetical K-Y case referred to by my learned friend 
who examined you a few minutes ago. If a cooperative 
did desire to arrive at plus Z, what would its reason be 
for so doing? A. Well, I would say its reason would 
be, in the first place, that it wanted to do business on 
a safe basis, and secondly it would be peparee one of 


the principles of the cooperative movement is that co- 
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operatives do business at current market nee and 17 
doing business at current market prices they would arrive 
at a differential. 

Q. One more question. A good deal has been said 
about the different commodities handled by cooperatives 
on some of which there may be losses, as my learned friend 
pointed out, while on others there may be Surpluses, and 
in the final settlement with the member these are all 
treated the same. Is that a4 fact with some of the larger 
cooperatives? A. No, As a matter of fact; in dealing 
With certain commodities in one of the large wholesales, 
the patronage rebate is paid on specific commodities and 
not On genécral business, | 

QO. it 18 & commodity dividend? As JXS8 

Q- Are you aware that the laws of some provinces pro- 
Vice Tor differentials? UNE 

Son the Pinel result do yourarrive aq a roned 
approximation in the distribution? Perhaps you have not 
got that clear? A. In the case of commodity dividendss 

Qe LES. A. Excuse me for asking you questions, 
but do you mean an approximation on the whole business? 

Gn 1eo% A.~ No, we dontt, not in these particular 
commodity dividends. The dividend is paid on the business 
done in that particular commodity. 

Q-» They vary with respect to different commodities? 
Die LOG 

MR. VAUGHAN: That applies more to gasoline and 
commodities of that kind. It does not apply in a general 
Store. 

MR. FRANCIS: There is some evidence before the com- 
mission with regard to some of the chain stores, 


MR. CARSON: But the wholesale is the exception 
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1 


ratner than the rule. 

THE WITNESS: I dontt know that [I agree with that. 

MR. OARSON: I thought you said that as a general rule 
it was the other way, 

MR. MILLIKEN: 

o. Un Loe Very points in the matter of pooling the 
profits and Losses in the store and paying the patronage 
dividend on the aggregate, that is a Rochdale principle? 
A. «AS far as consumer business is concerned. 

MR PARKER; ‘The next) brief on the List Ys that of the 
Insurance Agents Association of Ontario but I understand 
the parties are not quite prepared to BOF OR WIG a ao MEL 
Suggest that we take the Ontario Retail Lumber pealers 
Association. JI understand that Mr. Thorvaldson has certain 
instructions which he wishes to communicate to the Com-— 
mission. 

MR. THORVALDSON: I have really no responsability in 
the matter apart from the fact that I received a letter 
at my hotel from the Secretary of the Organization inform 
ing me that both he and the President had to be in Ottawa 
in connection with some conference yesterday, today and 
tomorrow, and asking me to see that their brief got 
before the Commission. TI have Suggested to my learned 
friend, Mr. Parker, that it be submitted without being 
coeds I> could be dtepesed or in that way. Thee se cam 


-- 


the responsibility I have in the matter. 


MR. PARKER; That would be satisfactory, because in 
perusing the brief I find that it deals largely with 
eoucral principles rather than facts, ([t could besa 


posed of on that basis. 


THE CHAIRMAN: We will take it as read, 
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ERROL NEPHEW 


A ee nr ERNE 


General Manager 
Oxford Farmers Co-operative 
Produce Company Limited 
having been duly sworn, 
bestified as follows: 


BY MR. FRANCIS: 

Q. This is a combination submission on behalf of 
Farm Supply Purchasing Co-operatives in the province of 
Ontario. It is a general submission with three individual 
presentations which are all approved and which will give 
the entire picture, we hope? A. Yes. 

Q- Mr. Nephew, you reside at Woodstock? A VSS. 

Q@- You are General Manager of the Oxford Farmers Co 
Operative Produce Company Limited? A. Yes, 

Q- How long have you held that position? A. \Dunhave 
held the general managership for a period of almost three 
years because when our company started to branch out there 
was a general managership open and I became General 
Manager. I was Manager of the Woodstock branch four 
years and before that Assistant Manager for three years, 
PeVvenr years. in,alli. 

Q. With regard to your educational qualifications, 
you are a graduate of Ontario Agricultural College? 

Aa YOSi, 

Qe How many have you on your staff at the pregent 
time? A. Between sixty and seventy. 

Q- Has the submission which you are about to make 
been approved by your board? Aw “Yess 

‘Q. Are you authorized to make it on behalf of the 
doard? Aint TOS% 

Osr Widl-vou. reat the introductory page before reading 
the submission on behalf of the Oxford Farmers. 
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"Representatives of cooperatives in ontario; which 
feature the retail distribution of farm supplies, have 
agreed in conference to present to the Gommission a Veport 
On three such organizations, which in certain ways are 
representative of the development of cooperative purchas- 
ie ah rural Ontario. As is the case with many groups 
which started in purchasing farm supplies, departments 
have been added in two of these to market certain farm 
products. We wish to present outlines on: 

The Oxford Farmers Co-operative Produce co. Limited 

Tiderton-Middlesex Farmers Co-operative 

Ayr District Go-operative 

"Most of the farm supply cooperatives in Ontario had 
their origin in the United ee Clubs. Some of these 
erew up into incorporated cooperatives twenty years ago, 
others are in the process at present. 

"The past year has seen the greatest development in 
this direction. of forty-four cooperatives incorporated 
insoOntario in 1944, thirty have featured the distribution 
of ofarm supplies: 

Ve Mopilety Of motives has led to-these organizations. 
In some cases the early leadership came from a group who 
had a strong desire to better their community and saw the 


distribution of farm supplies as the easiest place to 


SEariwhs 


"In some cases local service broke down altogether 
and was not being replaced. For instance at Grasshill, 
the chopping mill burned. The previous owner was not 
prepared to replace it.- Rather than haul their grain a 
greater distance to be ground and then depending on 
whatever price might be charged by a chain of farm 


supply stores which encircled the district, the farmers 
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gave much voluntary time to erect a new mill and set out 
to operate it cooperatively. 

"In the past two years, farm supply groups have been 
influenced by the prospects of savings from cooperative 
wholesaling and manufacturing which in gome caseS have ex- 
ceeded the savings from retailing. This has been a factor 
encouraging expansion, 

We have tried to make this submission as Olileires poss = 
ible, but there is a great deal of history to be read be-~ 
tween the lines, and we shall be glad to give the necessary 
explanations when the time comes. Continuing. 

"In 1916 a farmers! buying club wag organized at Wood- 
stock to distribute feeds ana some other farm supplies on 
an off-car basis, Financing was through notes. Retail 
Sales were made ag close to the wholesale price as poss- 
ible without adequate provision for either contingencies 
Or expansion. 

"In 1927 the business of the buying club was taken 
over by the Oxford Farmers Co-operative Produce Co, Ltd., 
which had been incorporated in 1921, and which established 
a warehouse and full time Service. In 1935 4 seed clean- 
ing plant was added, which provided a Service on better 
quality seeds and cooperated with the Woodstock Agricultural 
Society with its field crop competitions. In 1939 a chop- 
ping mill, mixer and roller were added to service farmers 
on the growing demand for feeds. 

"Side by side with the oxford Farmers, eggs, poultry, 
baby chicks and under the Same management, was developing 
Woodstock District Parmers! Co-operative Association, which 
handled feed, seed, general farm supplies. In 1940 this 
"Woodstock" organization was merged with the wOQxfordi 


organization under the name of the latter, The Oxford 
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Farmers Co-operative. 

"In 1926 a baby chick hatchery was established under 
this cooperative. It was the first hatchery in ontaris 
ang probably the first in Canada to hatch eggs exclusively 
from pollorum, blood-tested flocks. tTLast year 400,000 
chicks were hatched. This cooperative sponsored the mar- 
keting of eggs on a quality basis, being one of the first 
in Canada to market eggs on grade. A poultry Kitt ine 
and processing plant was opened in 1941 through which 
producers were paid on a basis_of grade. 

"In 1940 the Oxford Farmers added a full sales and 
repair Service on a line of farm machinery. 

"Farmers in the Embro district were impressed by the 
services of Oxford Farmers and asked for a branch in 
their district. A service was launched there in September 
i942. Other districts in Oxford county are asking for 
branches, 

"At the present time producers are able.to market co- 
operatively their eggs, poultry and surplus grain, seeds 
and hay, and to purchase cooperatively baby chicks, 
feeds, Seeds, general farm supplies, fuel, wire fencing 
and a limited amount of dDuilding supplies, also farm 
machinery and repairs. Services rendered are poultry 
processing, egg grading, seed cleaning, chopping mill 
with complete line of balanced rations, farm machinery 
repairs and service, and chick hatchery.” 

MR. FRANCIS: Actually the by-law providing for the 
increase in capital has been approved of bt has not 
been registered. It is in process of increasing the cap- 
italization. 

"The capital of the company is at the present time 


$250,000 divided into 25,000 shares of $10 each. There 
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are over 600 shareholders. The by-laws state that no 
Shareholder could own more than Sixty shares of stock in 
order to distribute the shares thoroughly. The by-laws 
also state that each shareholder must be a bona fide pro- 
ducer. Interest is paid on capital stock, not to exceed 

? per cent and the balance of the net earnings are re- 
turned in the form of patronage returns to patron- 
Shareholders in proportion to the volume of purchases made 
by them, 

"Savings to the amount of gl74,511 have been returned 
to farmers on the basis of their patronage, and income tax 
has been paid each year. The directors of Oxford Farmers 
believe that much greater Savings have been made for 
farmers of Oxford County by providing a yardstick for 
prices and pioneering in modern and efficient services. 

"Attached are the following exhibits: 
Annual Statement 1944 
Patronage Returns 1928-1944 
Hatchery Premiums 
Annual Volume 1928-1944 
Taxes 1935-1944 

"Farmers in the Embro district realized the value of 
the services offered and the services rondered.. so" they 
asked for a branch in that district. A business was pur- 
chased there and similar services rendered to that imme d- 
jate community. Other districts in oxford County are ask- 
ing for branches. : 

"The value of this type of a Farmers Co-operative 
cannot be estimated in dollars because: 

1. "It is a democratic method of doing business, as 
producers have a voice in the marketing of their 


products. 
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"The return of savings or patronage dividends lowers 
the cost of production, which is vital to farmers. 

"The value of the farms is increased because of a 
good market. 

"The producer is assured of quality of his purchases 
ei elt eios margin: for handling. 

"With ultimate assurance of higher farm returns, young 
people are more satisfied to stay on the farm. 

"The social standards of the community are much higher 
when people know they are masters of their own des- 
enka cigar 

Paine cooperative is a leader in better farm and mar- 
keting methods. 

"Post-war Programme: 

"The company has commenced the construction of a poul- 

processing and egg cold storage building. This is for 

purpose of providing more orderly marketing facilities 
nie her Quality wroducts” 

BY MR. PARKER: 
Os Beginning at page one at: the introductory part. 


state that in the past year there has been great dev- 


elopment. You say that of forty-four cooperatives incor- 


porated in Ontario in 1944, thirty have featured the 


distribution of farm supplies. Were these brand-new 


institutions set up or did they take the place of other 


businesses in those localities? A. I am not prepared 


tO anSwer that. 


Q.- Do you say you do not know how many of those forty- 


four were new institutions or how many were taken over as 


old 


businesses? few Nae 


Q@.- Have you any knowledge of any one of the forty- 
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Q- How many have you knowledge of -- half a dozen? 
A. Yes, I would say half a dozen. 

Q- Were any of them purchased from private businesses 
or taken ‘over? A. A good percentage of them have been. 

Q. Speaking generally, why were they taken over by 
the cooperatives instead of being continued in the form in 
which they then were? A. In some cases a man in the 
feed business has sufficient capital and does not need to 
work longer and he is not prepared to give the services 
that we in the cooperative are prepared to give our cus- 
tomers. 

Q. Take one man who wanted to go out of business and 
retire. What were the circumstances under which he sold 
OUG. UC Vou? Pp Pe NOLO Ot. OS bout stroma. 

Q. How did they become cooperative? Here is the sit- 
uation. In the community, wherever it is, there was some 
man doing business? Aw .Yos. 

Qe In farm supplies; and now it is being done by 
your company. How was the transition brought about and 
why? 

MR. FRANCIS: Embro is mentioned in the DrASt oi Deau 
with that. 
| BY MR. PARKER: 


Q. 


Vv 


if that is a fair sample, A. It ts the oxford 
Farmers Co-operative, Embro branch. We purchased that 
business in 1942. 

Q.- From a private individual? A. From a partner- 
ship. 

Q.- Why did the partnership sell out? A. One 
brother was going into the army and the other brother did 
not feel that he could operate the business in that dis- 
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Q. Why? A. He did not feel that he could carry on 
without the leadership of the other brother, 

Ge Pb he approach you? A. Yes, and so did deputat- 
ions from the district. Groups of farmers said that as 
they had shares in a cooperative at woodstock they wanted 
to put up some money in the business at Embro and operate 
it and get service... It would save tires and gas for them. 

%- Is that how the other four or five took place? 


A 
Lie 


I presume so. 

Q- Do you know? A. Nos 

Q- Speaking of those forty-four, were they incorpor- 
ated companies doing business, companies that went out of 
business and whom you Succeeded? A. I dontt know whether 
this company was incorporated that we DOURRE “ounS 

Q- The half dozen that you have knowledge of, were any 
of those incorporated companies? As “TP OaHt "say, 

Q- On page three of the brief at the top of the page 
Pew says Wim TOG a farmers’? buying club was organized at 
Woodstock to distribute feeds and some other farm supplies 
on an off-car basis. Financing was through notes.” What 
do you mean -- notes given by whom to whom? Ae 
Sivewvha Mistery of ‘that. 

Q. Make it as short as’ you can. A.” Jn that dis- 
trict a group of farmers decided to form the woodstock 
District Farmers Co-operative association Limited and then 
they started on the off-car basis and each of these gave 
a note for S700 . 

Q-. Gave a note to whom? A. To the woodstock pis- 
trict Farmers Co-operative, 

Q<« By way of loans? A. They gave the note to be 
used as collateral for borrowing at the bank. 


Q- So that the cooperative could be put in funds with 
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which to purchase the equipment? a. Yes. 

Q- And it was purchased with that money by the com- 
pany? As Yes. 

Q- And then supplies were distributed to the members 
according to their requirements or sold tid the general 
public? A. YOS. 

Q- Including the members? As | Yes. 

Qe On a reasonable mark-up over cost? Ae ONG Sy CAG 
that time they worked too Closely; they just worked at 
Cost. 

Q- And that proved very good. And then in 1927 that 
club which was not getting on so well was taken over by 
Loe) OxTord? we Les 

Q- How was it taken over? Did the Oxford purchase the 
assets? Bs NOG yet. 

Q.- How did they do it? A.” The ‘Oxford said irvou 
boys come and use our warehouse and we will operate for 
you on a very narrow margin.’ 

Q. Or commission? ite Cie 

Q- You acted as their supervisor? A. Yes, and gave 
them service, 

Q- You operated this unit and got a reasonable fee 
On a commission basis for managerial services? A. A very 

fair fee. 

Q- That managerial fee went in to form part of the 
funds of the Oxford? Am ~ ¥CB% 

Q- And it was mixed with the other funds of the Ox- 
ford? A. Yes. 

Q. And in due course was used by the Oxford either 
by way of working capital reserve -- hal’ Yoo. 

Q- --or in part paid out to the members of the 


Oxford? Be THER is Treo. 
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Q- What we have said concerning that one applies, T 
suppose, g@enerally to the various branches you have organ- 
ized ini the different fields to which you have extended. 
Come now to page four, in the middle of the page. you say 
there are over 650 shareholders and that the by-laws also 
state that each shareholder must be a bona fide producer? 


A. That by-law was changed this year at the annual meet- 


pay 


ing a few weeks ago, 


oe ae teaG Of the-whole thing is that this company 


has shareholders? A. Yes. 
w. And “it has’ to put up Some money to get shares? 


QQ. And some of them do? As very few. 

Q@- But a few of them do? ke Yes. 

ee. WAG OF the “650 Shareholders they hold all the way 
TOMVONe Share to sixty. Is that right? As ‘Phere is 
Only one holding sixty but there “se move than one holding 
one’. 


Q. There are shareholders holding all the way from 


1 
> 


CHS "TO: sar tyr? i Yesy 

ae Lh addition to these shareholders, are there any 
members of this cooperative society as distinct from 
Shareholders, or are they one and the same? fe Vass eons 
and the same. 

Q. Hvery shareholder is a producer? A. very 
shareholder is or has been a producer, 

q- If he ceases to be a producer does he still remain 
a member? A. He still retains that privilege. 

@- So that at the present time you have some share- 


holders who are not members? A» “YSS, TetiPed Tarhers, 
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Wee) Li WeUD this: ¢ledr, fave you members of the co- 
operative distinct from Shareholders? Ae HOd 

Q- Do you do business with anyone except shareholders? 
hs Yes. 

Q+ You do business with the eeneral public? a tes. 

Q- «and again, to avoid terms which are confusing, in 
carrying oh that business the company has a margin of 
funds in its hands in Cxcess of the cost of gathering the 
funds together? Aiea, wh bOsy 

Qe What ao Fe, 20. Wh vbhae margin? As We set aside 
SO much as reserve, 

Q- You pay your hecessary costs, Salaries, eta 
Ao Vos. 

Q- «and you still have some Leto? Ae Ves y 

we Ih your financial Statements which you set up 
regularly you refer-to them as Provits.! Ts! whet right? 
Look at page eight of the document in front of VOW You 
have an item here, "net profit for year ending October uk 
1944, $41,169.92," Is that the audited statement or a 
Summary taken from the auditor's Statement? Fi Sul ak ars Bye 
Summary taken from the auditor'ts statement. 

Q. Signed by your auditors? tes) SE 

Q. «and that follows the ordinary practice you have 
been working on for some years, showing net profits at the 
end of each year or losses ag the case may be? A. The 
net profits are disposed of -- 

Q+ Never mind about the disposition. According to 
this statement for the year in question you had net profits 
of the amount of' money therein indicated? Ais i WYOS. 

Q- Then you have an item "transferred to bonus on 
members' purchases, $31,360." what does that mean? 


A. That means that after we have taken out or set aside 
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so much as net profit then the balance is paid;.our net 
Prorit, . 

q- You do not get my question. You have net profits 
of $41,000. i ca: He 

Q- I am talking about the $31,000. A. That is re- 
turned to members on purchases made. 

Q- Has that been actually paid back to the 650 mem- 
ders? Be " Yess 

Q- And in proportion to the amount of business t hey 
did during the year in question? eye nes 

oa Via Le LLG? hie Leen 

@. The next item is $5,500. Has that also been paid? 
na Yess 


oo oe Cibterent: rrotup or members, those who produce 


eggs? ia) Leos 
oe 8) thet right? A. They might be the same mem- 
bers. 


Q.- Some of them? A. Some were the game and some 


were not. 


~ 


Q. Then you have an item *transferred to reserve LOL 


(can 


taxes payable, $850." What taxes was that set aside. for? 
A. Dominion income tax. 

Q- Then you have another item "transferred to divida- 
end account"? ~- interest on share capital? A. Yes. 
on} and surplus account? A. Tat is’ whet asters. 

Q- & little safety margin? is? Vives, 

2+ How did you arrive at the $850 you set aside for 
income tax? fi. Well -- 

Q. I want to know what part of your earnings or prof- 
its or income, call it whatever you choose, you figure you 


are paying income tax on, fee On! Phe "pool or the. teins 
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Qe On the what? A. On the whole of the business 
after bonus or members! rebates have been paid. 

THE CHAIRMAN: That is, after the transfer of approx- 
imately $56,000 you pay income tax on the rest of the sur- 
plus? 

Ii# WITNESS: Yes, after patronage dividends have been 
Looked after . 

BY MR. PARKER: 

Q Is that the basis on which you have been paying in~ 
come tax for some years? A. Yes, Since it was organized, 

Q. You make returns through what district? A. Die 
Hongon district. 

Q@. Have you been recsiving any instructions as to 
whether that is satisfactory or otherwise? A. We have 
never had any that was not satisfactory. 


Q:- They take your money and you pay your tax? 


BY NE. BLLIOT?Ts 
Q@ Does the Oxford Farmers Co-Operative pay excess 
COL ead ee iY Rae | Mo’, 
PY MR. PARKER: 
Q- Speaking generally, going back to the last three 


or four years, what were your profits? Last year they 


‘ were $41,000. What was it the year before? Ae $43,000. 


Q. And the year before that? A. Twenty-six or 
twenty-eight. 

Q- In other words, they have been growing in the 
war years? aa LOR. 


Q- And the last year before the war, the end of 1959, 


it would be considerably less? fis ee 
Q@- Away down in the teens or even lower? A. “Yes. 
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Q- Perhaps only breaking, even? ie “OD, m0!% 

Q« “he point is that you have béey making much great- 
er profits in the war vears than previously? A. Not on 
percentage of business, 

Q- I am talking about net profits. Ao eee 

BY MR. ARNASON: 

%- Do you distribute any patronage dividends to non- 
members? A.» No, we never have, 

Q@- What is the percentage of your non-member business 
approximately? Ae J am not prepared to answer that be- 
cause our business has been ccming so fast and we have been 
reorganizing and have not had dominion leadership or pro- 
MLO LS 1 leadership so as to have a UNLTOUMD OGLie y or oos 
Operatives to follow: 

Ti CHAIRMAN: Does it exceed 20 per ‘Gene? 

THe WITNESS: I cantt even answer that CLUS) la. 

TH CHATRMAN: Is that why you are paying taxes, be- 
cause it does exceed 20 per cent? 

THR WITNESS: No, because we are set up in that way 
and we try to follow the Rochdale principles of the British 
cooperative way of doing business. That is why it is get 
up that way. 

BY MR. PARKER: 

Q- You spoke of dominion Leadersnin. A. Dominion 
cooperative leadership. 

Q- You do not mean government leadership? 

&-» Well, wherever it might come from if it is cooperative. 

Q- That is what I want to Know, whether the remark 
reterred to the fact that cooperatives were in the unfor- 
tunate position of not having put their house in order. 


Is that what you suggest? A. I would suggest that there 
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ig no uniform law. 

%- Anca I suggest it is time the cooperatives put 
their owh house in order. They can read the Income Jax 
Acts Ase WO are Uryine to in our own. dis trieue 


Q.- You are still paying interest at 7 per cent? 


. When oid your Treduie 2 io sis? A... Abt one time 


it was seven and I believe in the early days it was as high 


Q- There was some discussion this morning when we 
talked about paying patronage dividends on different 
classes of commodities. Bae Ves, 

Q- Is that what this item has reference to, *trans- 


ferred to bonus on purchases of members' eges, BD, 0008? 
Is that pro rata to the members? ee: Voie 

Q- The $5,500 is paid to those of your shareholders 
who deal in eggs? Ae OSS. 

Q- That would be only a portion, not the whole of 
the members? £.? Thats riehnt. 

Q- There is a statement here with regard to hatchery 
premiums. What is that? A. Every up-to-date hatchery- 
man in the province pays his producer a premium in order 
to induce him to hatch eggs with a higher percentage of 
hatchability. This in our own case may or may not be mem- 
bers but im some cases they are members and at the Sno yee 
the year we pay him a premium, 


- That is an expense to the cooperative in order to 


get a better quality of product which you in turn can dis- 


3 


tribute? i eS 
Q- On page four you,say: "Savings to the amount of 
~175,511 have been returned to farmers on the basis of 


their patronage.* MThat is since when? A. Since 1928 
£ S > 
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Since we started to pay patronage dividends; 
capital, instead of paying back, about how much? 


A. Out of that patronage? 


Q. ‘In excess of that patronage, out of money which 


might have been paid to the members but is Still held 


back, A. The money retained has come from almost less 
y 


than nothing at one time until NOW, 22 “you “Look Su: tho 
reserves, they are around $50,000. 


Q. That is in addition to the share capital? A. 


Q- Over a period your company has made net profits 


Q.- And in the meantime you have retained as working 


Yes. 


of 


pl72,000. You have had an even $200,000 of which $174 ,000 


has been paid back to members and the other $204 OOO) yous 


Neve Shi ly one hand? PP heree 


%- Which is to their credit and will some day be paid? 


Aare Vvesy 


Qe And in ten years the total income tax payments are 


as set out in the statement? A. Yes. 
Q. How many years have you paid income tax? 


Ae SiGe Wdo285 ite ds either! ope or toed. 


Q.- On page ten you have a Summary. As’ ROM 95D oO 


1944, but I know they started to pay: income! Gaxibefore., 


Q- But it was very small? As, ‘Yos. 


ne) 


2- So that out of $200,000 net profits you have paid 


a little over $6,000 to the dominion in income tax? 
nis. Yess 


Q- On page five you deal with the Embro district. 


Have I made it clear how you raised the money to make that 


purchase? &s “We took so much. oubior reserves, the money 


on hand, and paid about $5,000 or a little better and 
carry a mortgage of $7,500. 


Q- At the very bottom of page five you say: ‘The 


n> 
.u cei easly 


v3 Part : tis : 
cs dey «A apg 2 


a° © r lak seg. 


; = 


vag st 


oT ie ik Sect eudhod Sgaw ae jad > 
e Op iy A es Hi ’ _ fs = os ; ¥ a te 


eee % D * a ae at. fopp ve i i Bd 7 er oo he ~~ or an |. RATS 4 
o~— i ' Atha ee se he eas “ik pa a fap ee io fey . 


ind opt sale 


it 4g eevipege 


4) i 2 3 5 ; : ae (ees ; : - Ree. f sa a i THM +h & yee 7 


ye Sex 4 - 


eat hd . , 3 j Yi< i 
a a P amok b a 4 Loe i i x yal 
a ee “ ie tr! z I ‘ Vlas a a Bak eog% 3 
i es ee ni x oy rel oh , i 4 ‘ Pr 7 : eet ah P+. oy S 


eee = tue it ere irae 
¥ 


~24553- Mr. Nephew 


company has commenced the construction of a poultry pro- 


cessing and egg cold storage building. This is for the 


( 


purpose of providing more orderly marketing facilities and 
Diener Quality products. ‘It required money to finance 
that? a, Yes, well over $100,000, 

se Bevo you do that? Ae FORM the people. iin ithe 
community, from our producers. 

Q- As to the value of this type of farmer cooperative, 
you say: ‘The value of the farms is increased because of 
a 200d market". Does your method of operation provide a 
better market for the farmers? As) Det inate ii. 

Q- You cannot create a market; you have to use the 
one available to you? A. Our farmers have pioneered 
these marketing methods and prices are Diener a Gain eet 
trict than in a good many others. 

Q- Is that due solely to the cooperative movement? 

&. It is due to the cooperative movement and marketing. 
In 1941 we started a poultry procesSing plant and we pay 
Our farmers 62 cents a pound for poultry, Tor miik-tea 
poultry dressed, while our neighbours to the east of the 
provinee received last fall 13 cents for live poultry. 
There is a difference between live and dressed poultry, 
but there is a huge difference in the prices in that dis- 
Q%. You eliminate all other factors? A. DO we elim- 
inate competition? 

Q- No. I am asking if you suggest that the differ- 
ence in price you mention is due to the cooperative move- 
ment. Is it due to the fact that the movement has been 
operat ine, or might it be explained by a great many other 


Tactors? A. Yes. 


@O 


Q- You say: "The producer is assured of quality of 
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his purchases at 4 fair margin for handling ;1 Margin to 
MOTT) A ae 1 A margin to the cooperative, and the consumer 
is not Overpaying for the article which he ig purchasing, 

2+ You have a method of doing business which makes a 
fair margin for the cooperative? a Definitely, for 
both parties concerned, 

BY MRi FRANCTS: 

3. On page Five you say; "With ultimate assurance of 
higher farm returns, young people are more Satisfied to 
Stay on the PEE he you know that from Personal obser- 
vation? A. I have Ciscussed this question with two 
youns, men in our board of directors and we took up that 
WeTyY POLno, These two young men are attached to the farm, 
I said,’ *can you prove that statement? They said, "cer- 
tainly, we can prove it by Ourselves. we are willing to 
stay on the farm because of the Satisfactory markets and 
the Satisfactory living conditions Provalting ani this ism 
munity. These Mien are Mr. Ken Hilj and Mr. Charles 


fr 


Munro. They said they were more Willing 6 stay on their 


arms for thege reasons. 
/ 

Q:- From your personal observations do you think they 
are Saying what igs correct? A. Yes. 

MR. PARKER: I do not think that king of evidence ig 
vory he lptul. 

BY MR. ELLIOTT: 

4+ When you wished to finance the construction of a4 
poultry processing plant did you decide to gel] more 
Shares rather than finance Dy some other method, for ex- 
ample by loan units? his es, 

Q- What considerations led you to increage the Share 


Capital rather than adopt some other me thod ? A. We have 
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been operating on that method, 16 Looks to us as though 
the cooperative trend is changing somewhat and we thought 
it would be well to carry on on the share basis until we 
see something that is proven to be better, and on that 
basis we felt we were doing business for probably a great 
many more members. In other words, we want to take in, 
not every producer in the community, but) a @ood many. or 
most or the producers|in thes community, to, give: them: an 
opportunity to market through our organization. 
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The Commission resumed at 2.15 ie Ms: 


CLARENCE CHARLTON, 
Lilderton-Middlesex, 
Farmers Co-operative, 
having been duly sworn 
testified as follows: 
BY MR. FRANCIS: 
Qe Mr. Charlton, I understand that you are the 
General Manager of this Association? A. Yes. 
2e« How long have you been General Manager? 
A. Twenty-four years, 
j« How many employees have you? A, ‘About 18 
regular employees. 
Q» Has this brief been approved by your Board of 
Directors? Ae YeSe 
Ye Will you proceed with the readings of it. 
&e Mr. Chairman and gentlemen of the Commission, this 
brief which I am presenting is the story of a farm supply 
cooperative which is situated in a small village in a mixed 
farming district. It is also the story of a cooperative 
that commenced operations under a charter with share capital 
and has since been incorporated with non-share capital. 
The brief reads: 
"Tlderton Farmers! Co-operative Company Limited - 1920 


to 
Ilderton-Middlesex Farmers! Co-operative - 1944. 


"In the year 1919, farmers of the Ilderton district, 
who had been doing some carlot business as 4 United Farmers 
Club, began to see the need of a better Organization to 
distribute farm supplies. 

"A charter was obtained under part 12 of the Companies 
Act, and the Ilderton Farmers Gdummarcariee Company Limited 


was formed with a capitalization of $25,000 divided into 
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shares of $20 each. Two hundred and sixty farmers became 
shareholders, and eventually $20,000 was subscribed. 

"A board of six directors was chosen, who immediately 
purchased the old grain elevator then doing business in the 
Viddaes. Before date of taking overy it, was destroyed by 
fare wriiey. wien DULL an slevavor which at the time, 
was One of the most modern and best equipped in the province. 

"A manager was hired and business commenced in ecember, 
L920). , Two months Later, the: Lumber, coal and buLider supply 
business which adjoined the grain elevator was) offered 1 0r 
Sale and was purchased by the cooperative. 

"This proved a good move for the cooperative, as since 
that Gabe, ohene has never Deen’ a glack periem dn the co- 
operative operations, and they were able to operate the 
enlarged business with very little increase in staff. 

ihe +10. lumber and coal sheds being wort out were 
in a few years replaced with a modern shed and also over-= 
head storage for coal. 

"During the succeeding years, new services were asked 
for by the shareholders. The first was machinery to clean 
small seeds and still later, a Government cleaning plant 
for seed grain, with suitable storage was added. A new 
Ott UCGy- Gerace Tom trucks, larese truck and stock scales, 


and cement floored stock yards were secured through the 


years. 

"In 1939, since white beans were becoming an important 
crop in the district, and the nearest market was thirty 
miles away, a large elevator and warehouse completely 
equipped for the handling of white beans, was built. 


mine principal lines retailed for our members, are} 
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Grainy ©6ed) seed, lumber, coal, fertilizer, suLiders 
supplies, Wire. 

"The principal lines marketed for our members are: 
Wheat, white ee dia toy beans, Seed 2rain,g Clover soecd land 
NOBSe 

"EReervcey On Capival Stock, Varying Troms per canny 
tO. POT Cenu has Deen paid Sach year, Out wo tier Loe 
any additional surplus was put back in the business, and 
used to build up our property and equipment, it being the 
policy of the cooperative to make some improvement, large 
Do ome, Sect. year « 

"In 1929 patronage returns were declared for the 
Tipsy Uline, co Our Sharchollers, aoa wigs CONUliveo™ Jor iad 
1940, when our non-member business began to be in excess of 
that done with shareholders. Patronage returns at a lower 
rate have been paid to some 1,100 patrons who were not share- 
holders." . 

In the year 1944 there were 1,100. Continuing: 

Nin 1944, as our original organization had become 
outdated, and inneed Of overtawiing to’ make 1G more truly 
cooperative, at our last annual meeting, the shareholders 
voted to reorganize on a membership basis, under the name 
ar DRAarton Middl Meee Farmers Co-operative. The new 
cooperative was launched with the same Board of Directors, 
Management and employees. 

"Income taxes have been paid on our net ee oes each 
yeare 

"The cooperative in this community has the goodwill of 
all business men of this village, and also of competitors in 
adjoining towns, It is looked upon as a leader in this 


community. Retail prices are a standard for the district. 
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"A sum equal to 5 per cent of net earnings is set 
aside each year as an educational fund. In most years, 
the money used for community. enterprises, such as Red 
Cross, The Agricultural Society, Junior Farmers, Boys and 
Girls Clubs, Public Library, Skating’ Rink, etce, exceeds 
that by several hundreds of dollars. 

"The cooperative business in this area has grown from 
a turnover of $60,000 in the first year's business, to 
over $1,000,000 in 1944. The cost of doing business is 
approximately 7-1/2 per cent. 

"As a post-war project, Ilderton-Middlesex is planning 
a cold storage and locker service, and will move into the 
poultry and egg business, which has not been taken care of 
in this section, as the nearest market is twelve miles 
distante 

"This community is considered one of the best organized 
in the province, and is a direct result of farmers working 
together in a cooperative way for the past twenty-five years. 

"The following exhibits are appended: 

Financial Statement 1944. 
Annual Volume 1920 - 1944, 
Patronage Returns 1929 - 1944, 
Taxes 1920 - 1944," 

Biwi. PRANCLSS 

de In 199%, I understand, you decided to pay patronage 
dividends to non-members? Aw Ye@S, 

Qe Why did you do that? A. We had not made any 
attempt, or little attempt, to sell shares and the non-~ 
member business continued to grow so that it began to 


be in excess of the membership business, and consequently 
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the returns that our members were getting each year began 
tO look-a little lopsided, They wers getting stuff at a 
lower price than many good customers who were not share- 
holders and this was brought up at the annual meeting 

and it was agreed to pay patronage returns to every 
customer who lived up to certain rules which the Company 
made, but at a lower rate than the shareholders. 

4° That decision was made by people who had been 
benefiting by higher returns? my Yess 

4¢ The control was still in the hands of the sharee 
holders? Ae Yes < 

Qe «And that decision was made by them? He Yess 

Qe «and not by the patrons outside? ae No. 

DY Mae PARKER? 

Qe You have been paying income taxes? ‘A. That is 
Pionte: 

Q. On what? 4. On our net surplus each year, the 
taxable amount. 

Ye How do you arrive at the net surplus? ye 8 9) 
amount which was equal to 20 per cent of our profits 
in most cases was set aside as net surplus. 

Q» The point is that before arriving at the surplus 
on which you paid income :tax you deducted the amount paid 
back to the members? Ae YOSe 

je That is shown in your statements? fiw YeS,. 

Qe Your net profit is $44,196.61 and you paid out 
a0 0960425 AL’ Yee, 

Q Is that the basis on which you have been making 
returns to the Income Tax Department for some years? 
ile YO@Be 


Qe And you have paid accordingly on that basis? 


i] 
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Vv 


2+ Were you here when we were talking to the gentle- 
man who ee you representing the Oxford company? A. Yes. 

Q Did you follow the discussion and did you gather 
that he did not make his up on that basis? Boe) OG 
Parbiculariy. 

2. There is something I want to call your attention 
toe Your operating expenses are shown on pages LY and’ 20, 
You have maintenance and repairs amounting to $4455 5048 
Ae, YES’. 

2° ‘For the year 1944. That seems a good deal for 
MeLacenange and repairs, , ls that. paid out of prorat or 
Grae eur uD to Capi bal? A. We have a large amount of 
Machinery end 2 lot of trucks. 

Q. tt was charged out of earnings for that year? 
ig VN OS 

Pe SooLOVe Oryivines at protite? Ae Ges 

Q- Can you give me the approximate figures for the 
two or three years preceding 1944 as compared with this 
statement? As “ess 

Q- Will you give me the corresponding figures. 
he FOr L945? 

Q- Yes. What were the net profits that year? 
A. Our net profits were $4,115.71. 
Q. About the same as 1944? Ae. YOS8s 
Q. And the year preceding that? A. For 1942 it was 
$2,791.19, and for 1941, $2,656.19. 

Q.- Give me a couple more. A. For 1940 it was 
$4,625.46 and for 1939, $3,766.77. 
4. So that there is not a very great variation between 
the last pre-war year and the present time? Leet)  OULE 


volume has increased a lot, of course. 
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om But your net results are not much different? 
Ay OO, vory Little. 

Q- Notwithstanding that that is so, we find that al- 
though your net profits remained nearly stationary, in 
1959 you only paid out in patronage returns $3,837.04 
whereas in 1944 it was $20,596? A. Yes. 

Q- <And-in 1943, $16,000 odd? As “YOsy 
Os JAud im POZE, $15, 000vodd?i~ Ase sYoes, 

Q. and in 1941 nothing? Ae (Yess 

Q «and in 1940 only $6,000 and in 1939 $3,800 oda? 
tie = YCSe 

Q%- So that taking the growth of the business through 
the war years, your profits if you had calculated them 
before making returns to patrons would have grown rapidly? 
su» If you consider them profits. 

Gs Those returns are. divided among the petrons of whom 
you have a large number apart from members? ie “Yes. 

Qe How do you decide how much each shall get? 
ie We keep track of every customer's business and at the 
end of the year they are totalled up and we know how many 
dollarst worth of shareholders! purchases we have. 

4. You keep counter-checks? ii. We keep ledger 
accounts e 

Q- Does every person who buys goods know? How do you 
keep all those details? A. One girl does it all. 

Q- «And it is worked out according to the amount of 
business they have done? fee ONGS. 

Q- Do you keep a separate account for each patron? 
fe YES, a Separate account for every customer unless it 


might be a stranger coming in and making a small purchase. 


Q- And that is merged in the general thing? Rie eee 
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}. What percentage of profits do you pay to the 
patrons and what percentage to the members? PE Oa NE eh. mete 
our year ended in May -- our patronage dividend was eins o eG 
cent to the shareholders and 3 per cent to the non- 
shareholderse 

9. Why did you pay that to the non-shareholders? You 
are under no obligation to pay them? A. We began that 
Pivye Years 6420. -I might explain it this way. A large 
number of sharcholders had only a $20 share. Many non- 
shareholders were buying three or four times as much as 
members and we felt it was not fair to good customers. 

9. So you made them a Christmas present, so to speak? 
ie We reorganized our business. 

Q. And since then it has been the practice to make 
phis- present of 3 per cent? fh. LOS. 

Oo. Lo Wrehtihave been a good idea vo present that 
8 per cent to the exchequer instead of to these people. You 
might have given it to Mr. Ilsley. Do you agree with that? 

Me PeRRONCTIS+ wi That (ieavnobsea tf einquestion. 

THE CHAIRMAN: It does not require an answere 

BY MR. PARKER’ 

64.9 Do youlbuylat a.fixed price’ or ona consignment 
basis? i.) AG acfixed prices 

Q. So that the amount you pay him at the end of the 
year is not paid him under any obligation but only as a 
matter of discretion on the part of the management? 
iy) EL OS's 

Q. There is no agreement of any kind between the co- 
operative and the patrons. It is not on a consignment 
Dasren Ay) No. 

Q. The same applies to any goods you handle for 
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Q- There is no obligation to pay more than the amount 
specified? Se YO, 
BY MR. ARNASON: 


Q- You say that your organization has been reorganized 


v 


) 


on a nembership fee basis? Ha. ese 

Q- What is your annual membership fee, or are you 
operating on an annual membership fee? A. <A life member- 
ship of $10. 

Q- Do you make provision for loan units in addition to 
that? i.. We have not done that, 

Q- In view of this reorganization, do you expect 
that that will facilitate membership on the part of non- 
member patrons? Re On yes. % Wiebe. 

Q- How long is it since that reorganization took place? 
A. It was.official oh November 6. 

BY MR. ELLEOTT? 

Q- How are the interests of the former shareholders 
taken care of in the new arrangement? A. There isia 20- 
year debenture bearing 5 per cent interest in payment of 
Stock e 

2% That debenture was the face value of the stock? 

‘ie No, it was at double the value of the stock. 

Q. Was that about the face value of the stock plus 
surplus? & It was slightly less. 

2» Less than the book value of the stock? Ae “YOSe 

BY MR. PARKER: 

Q- I notice in your list of income tax payments from 
1924 to 1944 they range from $60 in the former Year tip: toe 
ST B55 in the latter; but in the year 1937 there seemed to 
be a big jump from the year 1936, because in 1936 it was 


only $277 whereas in 1937 it was $1,322 and in 1938 it was 


down to $838. i.e It was generally recognized that 1937 


mae wi i hea. 


ee ft Bey q ve ad i 1:0 Ole 


= 4 ‘Eee a Sat ” a aka Ga a iy 7 aH “4 Pm 


ee 
ats 
ti 
— 
» 


; B ‘ F See passe Wes Ae Saae eS a Ls a 4 ue 2 ia j ‘ psi: wae 

} ; aa ; ry a ; - 
yo ; i he * p 

hie ood mtg ere yey et 4 8, - cite aae sf +e i ss fe ssi 4 


a me : 7 el v ae ie 


a4 7 ? ° + 
i a - As ; ee ee et ‘ * | 
Bs rae , rs he 3 ye F ee a me os ee Rips) ee N ee: we bine a MOR: * t 
; a | “or. : | 7 


4 ; | ; rd ”. ie vy ew compas ea wited 4 


: us eo 
ere A P © a 
| Reo yt. (Lowy eo ; 
a 
' a 2 ~ 
1 a ‘hag se AaSD , 
; ne ery 
} i 
ear es 
Woe et \ ie . 
o° 78 
= * ern sere 
X " prec oe 
* Eons 
ty , hs 
be fy ole x wl tie a) %, 
54 ; ’ 
\ © 
2 2 2 f+ obs 
ene ,. 
oT ~ 
; ‘ 1 te ‘ 


3253 ab be 
pu) ry oon fer fetytes , Med 


he 


pene tog aatren « | 
wat, es 


ee ety ane 


- 


Bod 2c Se TOMS is Ui Ceae oe att. its | ie ; 
: pa holes 2: atsteas aie a otal wise Amb 'g oi ae i ae 
ae ae Soin ee eirle mals eer, thee eae: cont nines 
wt etn sO at) 4 Cras gna etait ae ine oz: Sap nia * 
ts ae 75 te ees” Papel ts serie aa atega ny LS at hw ke Old 


aye 
oa 
s 
Sivas. 
cr c. eG corel 
: 


Sg . @ 


oH Pats: ar 


a ar, ats 


-2465— Mr. Charlton 


was an exceptional year for trading. Prices and crops 


were good that year. 


EMANUEL STANFFER, 
Preslogn ty, 
4yr District Co-operative, 
having been duly sworn 
. testified as follows: 
BY MR. FRANCIS: 
me LOU are President of the tyr District Co-operative? 
ne YeSe 
Q- «and the brief that you are about to submit was 
prepared by yourself and the Manager and one or two others 
and later approved by the Board? ite YOGe 
Qe You were authorized to present the brief to the 


Commission on behalf of the Board? Ae Yeo. 


Q- Will you proceed? ie The Drier is as follows: 


iv) 


"The inauguration of the Ayr District Co-operative 
Was (ne result, of the efforts of Five study ice ee 
one buying elub. The study groups know the value the 
organization would be to the individual farmer, and the 
Duyine club realized the necessity of a different structure 
to be in a position to adequately supply the needs of its 
memberse 

"The cooperative organized in March 1934, and 
purchased an operating mill. The mill is equipped with 
excellent facilities for eis Storage and with machinery 
to render complete feed service to this community. It 
also retails coal, wire fencing, seed and some building 
Supplies. The only product it markets for its members 
at the present time is turnips. The retailing of more 
lines, particularly hardware and machinery for the farmer 


and the distribution of more of their products is urgently 
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heeded and will be taken care of as quickly as expansion 
is possible. 

"The purposes of the Company are as follows: 

"Cooperatively: 

pits manufacture, buy, sell and Pelerallv Gea iin 
goods, wares and merchandise: 

"To associate with other cooperative associations 
for the purpose of mutual aid: 

"To advance the cooperative movement as a system of 
business having Service as its motive. 

"To serve the economic and cultural welfare of the 
members and the public, and 
| "To do all such other things as are incidental or 
conducive to the attainment of the above objects. 

"The Oompany is incorporated by Letters Patent as 
a cooperative corporation under Part XII of the Companies 
fet without share Capital. Membership is Openly Fouad ly. 
subject to approval of directors, who are in agreement with 
the aims and purposes of this cooperative. 

rinercapital shail be secured as follows:- 

"Hach applicant for membership shall pay a cash life 
membership fee of $10. Each applicant for membership in 
addition to his subscription of $10 subscribes for, at 
least, one loan unit of $40 for the purpose of assisting 
in financing of business operations areas association. Loan 
units may be paid in either of the following ways: 

Ae By cash 
B. By note dated not more than four months 
from the date of organization 

"There is paid on complete loan units a rate of 


interest not exceeding 4 per cent per annum. 


B-135 <24.6).~ Mr, Stanffer 


"The by-laws state that the net Savings for any one 
year be distributed as follows: 

"Interest at a rate not exceeding 4 per cent on alt 
completed loan units. 

"A reserve fund of 20 per cent of net Savings. 

"An educational fund of 5 per cent of net savings, 

"Balance to be distributed or allocated as Patronage 


Returns, 


"Attached is financial statement for 1944, In the 
first year (1943) the cooperative showed a loss of $1,549. 
It is becoming better established this year and shows a 


net earning of #898," 


Documents filed with brief: 


Balance Sheet -- December 0, 1944 - 
for Ayr Dis strict Co- ~operative 


FProrit and. Loss Statement <= January 1, 1944, 
to December 51, 1944542 0n6r Ayr District 
Co-operativee 


BY Mae FRANCIS 


2» in the second paragraph of the brief there is a 


COUrODPION, You read 1943, in It is a misprint. 


Q- The only commodity you handle from the producer 


is turnips? Ae. Yess 
Q. Do you buy them at a fixed PYLE 7 me (YOS; Che 

market price. 

Q- If you make a little gain on ‘the sale, that goee 


v 


into the exchequer of the Company and is disposed of as 
FOU. outline? As LOC> 

. This is a rather unusual case. It is a new 
association that arose from certain Study groups. Will you 


explain that. ise JL almost. feel Like apologizing for such 
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a small business as this when it is compared with the others 
Pererred Go, but we live ain 3s community that is pretty well 
established. It is one of the good ones in Ontario, and 
out of study-group experience, drawing together through 
the radio and learning farm technique and so on, these 
five groups were brought together as Study groups to study 
agricultural economics, political democracy or whatever 
Slee is govolved in 41] theaé community needs. Out of that 
the urge came for democratic action in a practical way, 
and these five radio forums and study groups, joining 
togsther with the small buying club, turned towards the 
present project in the village of Ayr, and the men who had 
owned this, finding that we were heading in the line of 
Service for ourselves, offered to sell to us his business 
end nis scock. This is the outcome. You asked me to 
explain. This movement was started and could ‘not be stopped. 
It was going some place. It is a democratic uUree, 

Qe You are a farmer? Aa) VES 

Q. You are not a paid employee of the Association? 
ixe Decidedly not. 

Q- 1 understand you have your Manager here if there 
are any questions to be asked? the. Ome 

Q- Can you say from your own observations Whether or 
not in that community the credit situation has been changed 
in any way owing to the influence of the cooperative? 
ae Yes. I live in a community where in general the farmers 
Nave money or credit if they want to use it. We are oa 
community where the evil had grown up of people being 
siven credit because they were good for it, and people were 
accustomed to receiving credit whether they needed it or 
not. We got into difficulties in one or two cases and 


some members wanted to withdraw from the cooperative because 
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we demanded cash: but now we are getting to the point 
where, regardless of consequences, we demand cash from 
the members and they are beginning to understand the 
importance of that principle and are appreciating it 
more and more, 

Q. Do you regard that as a Rochdale principle? 
A. Absolutely. 

Q. And that is why you adhere to it? Ae - Yess 

4+ And are you on a membership or a share basis? 
fe 1s 

Qe «are you affiliated with the Farmers Co-operative? 
ite YOCSe 


BY MRs HLLIOTT : 


Q@- What reasons led the groups to finance by loan 


c 


units and membership fee rather than by share capital? 

A. Some practical people thought this was probably the 

DeGVer wey Ol dO thr. 
Qe Who said that this was the better way to do it? 

A. These people had made a study of the whole thing. 

They were largely uneducated people but they had horse 

Petco and) tat led them to adopt this method. 

Q. What is your own understanding of the difference 
between loan unit and share capital? Ae The loan unit 
is really the only fundamentally proper Wey Of Garry ne on 
a cooperative. I can't tell you very clearly what I have 
in my mind, but we heard such a lot about watered stock 
and all the evils of the system in the past that we wanted 
00 get far away from it, so far that we did not even want 


to use the terms they use. 
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J. HE. PROCTOR, 
Chairman of Joint 
Committee of Ontario 
Insurance Agents Association 
and Toronto Insurance Conference, 
‘having been duly sworn 
testified as follows: 
BY MR. PARKER: 

Ne fire you appearing in the capacity of Counsel 
for the Association? A. I sheuld like to read the 
brief on behalf of the Insurance Agents Association. 

Mr. Wilson McLean is engaged cross-examining witnesses 
in another court and is obliged to be absent. 

Qe I do not want to take advantage of Mr. McLean. 
are you prepared to go ahead yourself? tee, wl DUS SOs 
Qe i understood this morning that he would be 

available this afternoon. is *L GOURTT) SO Goo, bud, 
he could not get relief from the Judge before whom he is 
appearing. 

MR. PARKER: Perhaps you had better read Ghe/preer 
and if he is here tomorrow and wants to say a word about 


fg he Cane 


Une SROCTORS That 1S aeréganta tose. —F might make 
a statement as to how this was prepared. The question of 
dealing with the submission to your Commission was con-« 
Sidered by the Ontario Insurance heents, and the loeal 
association in Toronto called the Toronto Insurance 
Conference and the general members involved as to the 
attitude to be taken towards the subject. It was fully 
discussed at meetings in the Ontario Agents association, 
comprising a large number of local associations of which 
the Ontario Association is the parent. They circularized 


all their local associations and had practically unanimous 
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SUppPOrG.s 1 OF the principles that“we: outline in this 
brast.. The brief itself has, notcin ite final form! been 
submitted for approval to all the different associations. 
It would take too long to do that, but the principle was 
adopted and approved. 

Pucooei.eforeads as PTollows: 
"Submission to The Royal Commission enquiring into Application 


of Income and Profits Tax Measures to Cooperatives 
and Mutuals 


“The submissions herein are made on behalf of the 
Ontario Insurance Agents Association and the Toronto 
Insurance Conference. The membership of these organizations 
is approximately 1,000 other than life insurance agents 

Hhrovuehour tie province of Ontario, Including the city of ~ 
Toronto. These agents employ a large number of persons as 
sub=agents, solicitors, clerks, stenographers, etc. 

me: (Sei. Sas eyes submit: 

"le That, as taxpayers, the present exemption from 


taxation enjoyed by cooperative organizations and mutual 


ry 


and reciprocal insurers (other than life), particularly 

in view of the present very heavy income and excess profits 
vaxes (much of which will undoubtedly continue in the 
post-war period) is a negation of the equality of taxation, 
which should be the basis of any tax structure. Such an 
exemption tends to increass the burden upon all others 
Table GO tax. 

"That insurance agents regard as unjust the exemption 
from taxation enjoyed by the BbOve class as having the 
effect of penalizing those who conduct business where 
capital is invested therein and who are subject to taxation 
on earnings thereof. The agents, as taxpayers, Ob Jecu tora, 


such exemption from taxation. 
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"2. That the present advantage enjoyed by organizations 


operating on the cooperative, mutual and reciprocal basis, 
under the tax laws of Canada cannot help but cause concern. 

"Se That if the taxation of moneys transferred to 
reserves for the benefit of present and future policyholders 
imeurers (other than life) 16 proper ana (Ustat ed) in 
principle, there should be no exemption given where similar 
moneys are transferred by organizations who carry on their 
operations on the mutual or reciprocal plan. 

"ie Unbav, as taxpayers, until Parliament, after 
Pull Goueideration of all the implications and upon 2 clear 
mandate from the electorate to do so, decides thay co- 
operative ownership of business, whether it be either 
trading. or insurance, is to be encouraged as the economic 
policy Of Canada, the direct or indirect fostering of “such 4 
policy by tax exemption should be abolished. 

2 support of the! foregoime Submissions. cee 
Significant to note that in Great Britain organizations 
operating on the cooperative basis do not enjoy the pre-~ 
feverbiel position that such Similar! ofreaniveations vin 
Canada enjoy. This matter was fully investigated by the 
appropriate authorities in Great Britain and following 
their report they were made subject to taxation an 
Pee 0e0G GO allt profit other than’ that distribpupec: 

"With respect to the situation in our neighbour, 
the United States of America, the tax exemption position 
of the mutual and reciprocal insurers has been examined 
and modified by the imposition of taxes upon them. 

"Dated at Toronto, Ontario, the Sth day of February,1945. 


MAL] of which is respectfully submitted, '*t 
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BY MR. FRANCIS:. 

Q¢ Will you explain exactly what has been done 
in the United States with respect to this matter? 
a LG Le a very complex question, but to answer it 
simply 1 caéh say that in 1942 there was a tax imposed 
which the reciprocal and mutual i surers previously 
had not had imposed on them. 

Qe In 1942° Ae Yes. 1 Vcan cive abaucie 
information in detail but it would Vake 4. COUple of dave, 

BY MR. GRAY: 

Qe Perhaps you are aware that I represent Pacvory 
mutual fire insurance companies? Ae Yes. 

Ye And you know that these companies are principally 
engaged in the insurance of factory risks? A. Yes. 

Q- And you yourself and your firm are engaged in the 
insurance of similar risks with JOU sue ik companies? 
ieee eats 60. 

ge SO that there ig no doubt you are GuLte familiar 
personally with the manner in which this business is done 
both by joint stock companies and the factory mutuals? 
Pame Gh d eat, 

qe You know also, I Suppose, that the factory mutuals 
a0 not employ commission paid agents and that the joint 
Stock companies do, and do you agree that as a result of 
that difference in system you are personally in competition 
with these factory mutual companies for business in this 
Gloss Of risk? A. We are in competition, yes, 

Q- Will you please consider that the questiomT ask 
concern only that type of business? Ae YeSe 

Qe I want to ask whether these submissions in your 


brief are intended to apply to factory mutual insurers, 
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ue Yes, all mutual insurance and reciprocals. 

Q. Does your brief mean to say that there is at 
present an inequitable discrimination in the burden of 
taxation as between joint stock companies and the factory 
mutuals? A. I-believe there is. 

Q- Tell me what that discrimination is of which yOu 
complain? mae 6DO YOuwWents 2b an deiari? 

je Whatever your brief intends to refer to. I want 
you tO maké that plain. He Ene factory mutuals, as I 
understand, are not subject to excess profits taxes or 
income tax in Canada. Is that correct? 

Qe that is what you-intend to say Here? Ae YOSe 

ge DO you think or do you know or do you say that 
the factory mutuals have any income which, if this Act 
were applied to them, would be subject to taxation or 
would produce any tax, if the same rules were applied today 
to them which are applied to joint stock companies? 
ae Yes. J think they have, in the accumulations they make 
beyond what they return, 

Qe Just make that a little plainer to me. ues ale 
point is that they have a deposit premium which in your 
group is fairly high and.as a result of operations they 
show less expense cost. eyse they declare against the de- 
posit a certain rate of dividend to be returned to the 
policyholder. 

Q- Let me give this information to the Commission: 
that these mutuals operate on a premium deposit plan, that 
their deposit cash premium is about ten times the annual 
eOst’of the insurance intended to be carried, and that their 
return or cradit to their members on a one-year policy is 


on the average 90 per cent of the deposit premium. Do you 
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recognize those figures? Ae Yes. (Ll DeLLeve An somes 
cases they have been lower than that. 

Oe Tell me exactly om what 1b) is Bheo you think 
income tax should be nosed or to what fund it should 
6 applied. As THis would not Dé. an Onion Or “bike 
agents Association since they have not been consulted 
on it, but my own personal. opinion would be that they 
should be taxed on what they do not distribute, 

Q That is, the carry-over from the year's operations 
which is not returned or credited to the policyholders. Is 
that what you mean? Ae LOS y LOS ah made Up GOL 
underwriting profit as shown in the business, plus invest- 
ment earnings not distributed back to the policyholder. 

Qe YOu do nov suggest that 90 per cent of the deposit 
premium returned to the member should be subject to taxation? 
feo WOULD ike: bo, bub 1 don't thin at wouldvevyer, pe 
donee 

Qe You might go one step further and say it would 
MOL Oe reir or practical? A&A. I would not. Like to say 
that » 

Qe Then we will leave it as it de.) Live Gicieary— 
over, ivom year to year which ought to be subject to taxabicn? 
Have you any idea of the amount of taxes it would produce? 

Ae eee not. The rate of taxation would depend largely 
on what it was applied to and I have not the figures before 
me as to what would be accumulated which I would consider 
taxable. The amount of tax would depend on the rate that 
the Government would impose. 

Qe You suggest it should be the same rate for mutuals 
and stock companies? As I don't think thers should. teeny 


discrimination. 
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I iy I suggested, as I do, that the carry-over is 
insignificant in amount and that the tax to be received 
from such an impost would be inequitable in amount, what 
would you say? Ay 2 would say that there was still 
discrimination and that all businesses, no matter in what 
manner they conduct themselves, should be subject to the 
same tox whether small or large. The question of judgment 
iS to whet is sienificant and what 1s not mlighb @itrer in 
different areas and different times. 

Q. But for the moment may we take it, so far as this 
brief is concerned, that your suggestion is limited to 
Geis, Glas YOu think the tax should De assessed On any 
carry-over at the end of the year's operations which is 
not returned or credited to the policyholder members: 

A. I believe there is a difference in regard to certain 
Uyoece lhe DOLnt Tso thie. The credived, Dor liOn Ol woe 

SP. etripution is not what we Mean bo be Pree Of tas, 1 ds 
the amount paid in cash. But I think that according to 
the method operated by the union mutuals they do not return 
it but simply make good the deposit, as 1° Understand, 

pen Oo, 0OuUDT you intend the principle of equality of 
taxation to apply to these companies in all branches of 
taxation as well as income, do you not? fie AS well as 
income? 


Qs Yes. Let me pub the question more Dlamo ly. ou 
are aware, I am sure, that under the Special War Revenue 
Act of Ganada a tax of 2 per cent on premiums of joint 
stock companies is imposed, and by the same act a tax of 

4 per cent on premiums of factory mutuais, fire insurance 
companies. That is so, igs 1b not’ A. I believe it iss 


4 Does your brief intend to support the plea of the 


factory mutuals that this discrimination be removed and 
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WHA. Mr. Proctor 


BY MR. GRay: 

%. I wanted to know whether you thought it was the 
agents who were penalized, Or the stockholders, by this 
allegec exemption, A. AS a matter of fact, the agents 
approached this subject from the point of view of the best 
interests of the country, and while they are a part of 
the country their view was that it would be best for al] 
those engaged in business, There was no question of their 
considering themselves personally penalized at all. 

Qe I wanted to get that point cleared up. May I 
take it from your statement that you do not allege that the 
agents as such bear any burden of discrimination or penalty 
in consequence of the conditions alleged in your brief? 
as -No, Pould HOU Say vue. 

Qe I would be glad if you would tell me how the agent is 
affected? Be. L am Speaking of those agents who represent 
companies operated under the capitalist system, and the 
effect on them is that the discriminated position of those 
who are not taxed, the cost of cCOverage as reflected by 
that freedom from taxation, puts the agents representing 
such companies at a competitive disadvantage, 

Qe That is the point. VYOusprine) owt) tie POLntS, 
one of which is this. You take into account, for your 
iwents, the cost of insurance. Do yOu Sugeest that ths 
income tax and the excess profits tax imposed on joint stock 
insurers affect the cost of insurance to the policyholder? 
Bao 20% 

2%» Would you mina demonstrating how that is SO? 

&e If you ask me that question, again I say I would like to 
have Counsel deal with it. 

Q. Do you not think it is rather important? 
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Je und you are not at the moment able to say that in- 
come and excess profits taxes in Canada have resulted in any 
IOeresso.Of-cost, thab is the premium Fave, VOetie DOLL cy— 
holder? fH. Lent the 4. question tom phe companies ©oO 
answer? 

Oe ato. 170t. know... lewas only taking your view of it. 
Of cOurse, they will be asked that in due course. 

i» Lt don't think I should make a statement because I have 
not the statistical information, 

Oe YOu indicated that the agent was prejudiced because 
costs were increased, and that was the reason for my 
questione fw 1 did not say costs Were, increased, Sir, 

Oee [iank you, Ll: misunderstood you... Would you sey they 
have not been increased? dig) = Lo BOOK SOL wallow Onpeta aS 
advantage of those that are not taxed as against those that 
are tared ond 1. said. that the agent finds..10. ereates a 
position that is unfavourable to him because he is represent- 
oe. CoOMpanwes operating oma jolt siyock basis. 

Ose Une more question. — You sugeest thau there 216. some 
Gis eriminetion in relation to Tactory mutual ansurers, 911 
whet way would the application of income tax to the factory 
Wb 2hsurers Cilrer Drom tie applLicabnon 208 wt he same 
tax to a stock company which on its operations made no 
Pronvo,s teat is; to say, broke even? What <diiference would 
Phere sce 2n those twoxcases? Ap» 1 would like to consider 
that before answering. 

Oy geabtuernal ly thats. the neuest loans sie GOs: 
Ras preaen th think iso, 

Q The discrimination, surely, is not between those 
who earn profit and pay the tax on it and those who do not; 
the discrimination would be only as between the joint stock 


companies and the mutual insurers if neither earned profit. 
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ton thaw rieht? ive oT Ded ther dad. e- profit: and 
pei poet paid taxes? 

Q- What is the difference? &. There would be 
no difference, 

Q. If a factory mutual is operating on a break- 


he, discrimination complained of? 


Cr 


ever polacy what is . 
meow Oon't believe they do. 


Qe Have you any evidence? Ae Where do they get 


at is no doubt a matter on which they will give 
testimony, but what evidence have you? A Ae yp 


pUTD Uses ere nob.created out of the sir, 


Qe Have you anything to offer in that connection? 
A e No @ 


Cate t YOUr Drier you sayse Sin suoperse or Bae sore 
g0ling submissions, it is significant to note that in Great 
Britain organizations operating on the cooperative basis 
do not enjoy the preferential position that such similar 
organizations in Canada enjoy. This matter was i Lid bay 

investigated by the appropriate authorities in Great Britain 
ana Tollowing their report they were made subject to 
taxation in respect to all profit other than that distributed. 
Can you tell me please, whether if we applied in Canada 
the provisions with respect to taxation of mutual insurers 
how in force, to which you refer, what would be the 

difference in the tax collected in Canada from mutual 

| insuranee companies. Ae JI could not answer that question 
without studying the rate. We have mentioned the question 
of cooperatives. We made no reference to mutual insurers 

nd you are endeavouring to read into the brief something 


that. is not there, 


%¥* Ll am glad to hear that. Then this is not intended 
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to apply to mutual insurers such as factory mutuals? 
A. It has reference to the whole idea of the cooperative 
principle. If you think it Should, it suits me. 

Q- You would not be able to say what the tax in Great 


Britain on companics like factory mutuals would produce? 


2... 1 Wnterstand theres are no such organizations in Great 


Q. But you wanted to bring the British system into 
Canada? mu The principle. 

Q- I wanted you to tell the Chairman whether it would 
Make any practical change in the results in Canada. 
A. We do not recommend that the principle as it was adopted 
in England should be fully employed in Canada. We say it 
Was Significant that they did this. It was really a reference 
to the fact that in England they had dealt with the subject 
of cooperatives. 

BY MR. MILLIAMN: 

we 2 Paragraph 1 you exempt Lio incurenee Compe nies. 
If a cooperative should form a life insurance company you 
would have no objection to its being exempt from income 
Ee Se aan ae ‘The Onterio Fire Agents Association auc yjohe 


Crown insurance Conference are not identified as lite 
insurance agents and we did not want to leave the implication 
Loa We were referring in any way to Lite Insurances 
acecccee 
MR. FRANCIS: The general brief is on behalf of the 

producer and marketing cooperatives, and here again we 
present a very short brief supported by men who are qualified 
to speak, to show the application of general principles 


in certain areas, giving a cross-section of the province. 


The brief is very shorts 
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L..S. INKSTER, 

Producer and Marketing 

Cooperatives, 

having been duly sworn 

testified as follows: 
BY .MR..FRANCLS: 

Q- Mr. Inkster, I understand that you had some part 
in thesdratting and preparation of, this. drief? fie ee 

Os Vou were, on the drafting dommittes and the Go= 
ordinating committee? Doe ete bee 

Q@. And you are Secretary-Treasurer of Ontario Honey 
Producers Co-operative Limited? Ae, - Cheatais rea te 

Q. ‘And have been Secretary-Treasurer for figcvecs 
years? Hite AN SiGe 

Q. You have been engaged in the cooperative errort 
for about twenty years? Lilons oh Sica 

Q. Has your Board met and authorized you to submit any 
information that might help the Commission’ A. That is 
GOTRECH « 

Q. Will you proceed with the reading of Eile. Drees, 
and then there are a few questions I wish to ask with re- 
gard to the honey cooperative which will show how this 
operateSe ion Thicke. the wal ei: 


*Producer Marketing Co-operative Organizations 


"Organization: 

"Producer Marketing Co-operative Organizations, with 
but few exceptions, came into being because of the necessity 
ante procuce: tO. procure orderly marketing of his products 
at a proper price, which would compensate him for “his 
{ndustrye Prior to the formation of such organizations, the 


producer had to sell his product on the available market, 
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at tne best price obtainable, so as to procure the hecessary 
funds to enable hin me live and carry on his operationg. 

upnese producers, engaged in the various spheres of 
production, found that at the time when their product came 
On the Market, there was senerally a surplus of their 
Derticular product end that prices were low and they op= 
tained the low price. As a result of this, ib was natural 
(Or shese producers bo COMe Yoseuier in eroupe,, and Ury 70 
work out some method whereby they would obtain a cash 
elUvenoe D0 their product, Dut au She (same, vame be enapled 
to market it at better prices. 

De 2 result, USP A Marketing Organizations 
Ween Oued. which enabled the broducem Oo receive cas for 
Dieeorccuct, to enable him to live eng Car on ate pertecwlar 
Sphere OF production and also enable him to have his product 
Warkeved at the best time when prices were satisfactory 

"The Producer Marketing Co-operative Organizations have 
a tWo- Glad Object -— first, to. enable the produce Lo 
Herket big product.in @ satisfactory manner and ab Gie Game 
Dime to give to the producer necessary Money Go carry on; 
BnGle coord, tO regulate and improve procuciiCn ti vic 
various branches of production. 

"The great majority of the cooperative organizations 
have been set up under laws of either the Dominion or the 
provinces and various legislative bodies have aided and 
encouraged the cooperative movement by enacting suitable 
fegiclavion, and by setting up departments to essiav in 
their proper administration. 

"These cooperatives are democratic in principle, the 
individual members having full control of their organization 
through the directors elected by them. The same general 


principle applies to all prcducer cooperatives. 
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"Operation: 

"The product is received from the member, and after 
inspection and checking, such member is given credit for 
the proper quantity and grade of his shipment. The product 
is then stored and kept in good order until sold in the 
best available market. An advance is made to the producer 
upon receipt by the cooperative of the product, and after 
sale, the total revenue, after deducting reasonable interest 
on capital invested and after setting up prudent reserves, 
LS divided among the producer members on the basis of the 
volume of business which they have done with the cooperative. 
The necessary capital required by the cooperative, to) carry 
On TUL Operation and to maks the producer advances, is 
obtained either through the sale of shares to the producer 
CPMOV Way Or SLOAN. 

Vibe Cooperative distributes, bo 106 members, annually, 
ives UOlel receipts, léss operating expenses, interest, and 


such reasonable reserve as may be required to guarantee 


1D) 


against loss through price fluctuation, the amount varying 
with the particular product handled. Due to the very large 
Fluetuations which may take place in the price of any 
commodity, it is essential that the cooperative maintain a 
sufficient reserve to guarantee itself against loss and to 
enable it to make a proper advance to the producer on his 
product. This enables the producer to carry On "his? produetion, 
Knowing that he will receive a just and equitable cash 
advance on his product. 

"The Producer Marketing Co-operative Organizations has 


proved of great benefit to both the producer and the consumer. 
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It has enabled the producer to carry on normal production, 
knowing that he will be able to obtain a cash advance 

for his product and that the product will be marketed in an 
orderly and profitable’ manner. It assures the consumer a 
more stable market for products and prevents violent 
Pluctwatlons in prices. 

Mex aul Oi: 


"Instead of taxing such organizations, which are on 


| 


Tn) 


a HONn=prorit basis, it is our belief that various govern- 
ments should encourage their creation and operation. ANY 
organization which tends to improve the POSLTLON of ‘both 
the producer and the consumer, should be worthy of every 
assistance from our Government. In the final analysis, the 
Government receives its tax from the individual producer, 
and in the long run it may receive more money in taxes 
from the individual producers than it would receive from 
any tax which might be levied against the Co-operative 
Organizations as such." 
@ atales etetetes 
oy Us PANG Los 
we L would Like to’develop Tor 4 moment the 
Situation with respect to the Ontario Honey Producers Co- 
operative, and I may say that much of the routine will be 
omitted. The examination will be directed to the part 
Nhich the Producers Marketing Co-operative can play in im- 
proving the quality of the product. This cooperative of 
| which you have been Secretary-Treasurer for fifteen years 
Wes. rormod a Tel? fin YVESs 


je and when first formed you had $50 members? 


Q- Were they fairly small producers of honey? 
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© Yes, from very small producers to large, some of them. 

4. Was honey at one time regarded more or less as 
a hobby in Ontario? as ‘That is practically what it 
amounted to. 

Ye and it is now a big business? die YO@Se 

Ye You have now how many members? Ae Eight hundred 
and twenty-six. 

ye Will you explain to the Commission just why this 
cooperative was formed.. a. The Ontario Honey Producers 
Co-operative, which by my experience more or less typifies 


most of the others, was formed from necessity. There was 2 


os 


period following the last great war in which markets for 


noney were very much disrupted. There had been, as naturally 


you would expect, a fair demand for honey previously due to 


the great shortage of allied products, and this was gradually 


dropping away, and there was no concerted manner in which 


honey could be presented to the public as a product. That 
ig, 2G) Wes Bll more or léss on the hobby basis, shall we say, 
individuals producing by individual effort in every case, 


and honey was « 


pau, 


more or less forgotten article. At the same 

time there were men who had considerable money invested in 

personally-owned equipment for the production of honey and 

they found themselves in a very inadequate position as far 
as their product was concerned. It was only Natural, then, 
that they should gather together and try to work out some 
scheme for the general good of all,which they did; and after 
several conferences and a great deal of discussion one way 
and another it was finally decided to launch a cooperative 
Ventures 

Q- «and what have you been able to do through this 
| cooperative venture? A. We have been able to present 


honey as a standard commodity to the consuming public. 


Be eo N cS 
oe 7 ‘4 . i 
ies oe fs a a vial in} So 4 ey Mts ie fb} Gen * 


tok 
1 ‘ ah — 


i faa, ty Aaah 


‘a pay oo | W me ie en) | ’ ‘ Y jah q 
ies fp be oe ex a oes eee he 


nhs ee ues 


‘tg tas 
Ae 


~2438= Mr. Inkster 


Q- Was it not standardized before you came into 
the picture? A. There was no possibility of doing 

that because honey varies greatly as to grade and Vee 
and localities of production, So that it definitely was, 
and in iy ODL Dion still is, beyond the Scope of any one 
individual producer to get himself up in such a position 
that he could standardize hig particular product; and even 
Ieee ic. unless the major portion of the honey that was 
being sold was presented on a standard basis, his effort 
would be more or less lost, 

Qe Referring to another province with which I happen 
tO be closely ass ciated, speaking of the honey producers 
of Saskatchewan, I understand that honey producers have 
trouble with fermentation? A. Yes. 

2. What have you done about that? A. There was a 
great loss every year to the producers of honeywhich, under 
Te .cOnG Lions 1 Previously explained as xisting, was 
merely accepted as a Loss taut Unde naaie cooperative method 
of operation the producers were able LO benefit themselves 
by supplying from among themselves money for research. 

Qe Research? ee 

Q- Will you develop that? A. From this research 
was eventually developed a process for handling honey 
which permitted of its pasteurization without deterioration 
to the product, and eventually that led to the possibility 
of turning out a standard product which could be shipped 
world-wide without fear of having it come back as a result 
Or fermentation, 

Q- I do not want you to mention any names, but is the 


honey that you produce a nationally known commodity? 


A. Definitely, yes. 
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Q-» Are you prepared to say that the cooperative wag 
the pioneer in having done research work in connection with 
honey? A. Positively, because before the cooperative 
was Tormed there was no one who took an interest in the 
matter. I always like to think of it as a collective er fort 
On the part of the bee-keepers themselves, but before that 
no one seemed to be interested. 

2. Do you exchange ideas with the honey producers of 
Saskatchewan? ae. Yost 

2. Do you know Mr. Pugh,. the head of the organization? 
is  YOSs 

Qe You pass your ideas on to him and he reciprocates and 
you each gain in that respect? A. We work together at 
all times on anything of mutual interest, 

Q- What was the volume of your business last year In 
found, Licures? Ay, BOWE DS OOGKO0O wounds, 

Q- And in dollar value? A. $534,000, I think, is 
exactly correct. 

Qe Would you explain the method of financing? 
fet, Pour Dertliculer, case ihe honey is received from the 
producers and at the time of receipt of the honey the 
producer is given a cash advance on it. There is no attempt 
made to calculate what will approximate the ultimate value 


of the honey. There is a small cash advance baila (On) Poward 


uw! 
@ 


les commence immediately and revenues come into the hands 
of the cooperative, and as revenues inerease from time to 
time a further advance will be granted to the producer, 
generally in terms of so many cents a pound, usually one or 
vwo, and when the season closes in our particular case -- 
this is not true of all cooperatives but we are fortunate 


enough to be ablé to do it -- we can close the pool at a time 
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of year coincident with the selling of practically the last 
pound of honey. 

bap ou Diy not Caury, over? A. We do not have to. 
{t is rather a fortunate position we are in so far as that 
Ls concerned, I admit. The producers! gains are then made 
up and the balances coming to them are sent out. 


Q.- One more question. Do you have a contract with 


your mombers*? Lee ios 
Q. Did you ever have a contract? A. Yes. 
Q. Was it legal and binding? A. It was very 


binding $ it has been decided in court, 

MR. PARKER: My learned friend should not put that on 
the record without the contracte 

THE CHAIRMAN: Unless you are producing the contract, 
Mr. Francis, it is not of value. 

MR. FRANCIS: Attention has been directed to the question 
ae to the value of a mritten contract. 

THE CHAIRMAN: If you are speaking of. the contract it 
should be here; we should not have hearsay. 

by WR. J RANCI SO: 

Q@.- Is the contract now in force? Eo Ge 

Q. Why did you discontinue the use Ol Got 
A. Because we came to the definite conclusion that where 
cooperation was not voluntary it was practically useless, 
That was our experience. 

Damende do you find bhat: the voluntary system works? 
A. Definitely. 

Q. Do you need a contract? A. We do not. 

BY MR. PARKER: 

Qe T-gather from your brief that this whole movement 
began with the idea of enabling the farmers to get a better 


price for their honey? Kk, That is rights That is tne wero 
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reason. 


Qe You do not mean to say that prior to that time 
honey was only produced as a plaything, a hobby? 
A. Honey production has grown in Canada. 

Qe That is not what I am SSK ine yO. lam Sains 
you whether you really mean what you say, that until the 
time you speak of honey was produced as a hobby, just a 
peace-time plaything, and not as Something out of which 


money could be made? Ae Ti this regard, thay there was 


practically no honey producer at that time in question 


who was producing honey as a Living. It wee a ’stdeline: 


THE CHAIRMAN: You mean the industry was not Organized? 
The WiTNHSS: “Yes. 

Di Mine “PARKER. 
Ye It was orgenized to enable the producers “vo eet 


it on the market at a profit to themselves? Ae Y@Se 


Qe Through the medium of the cooperative? Ae Yes. 
Qe You say that you are in the fortunate ‘position of 
Hole ale tO pay out bo producer members at the end of 


Vier Season ket) “that Ls coming Go them? Foe in MGS 
j¢ How much have you in the way Of capital in reserve? 


A. Other than reserve for depreciation of our fixed assets 


alg a Very trifling reserve: we Carry “aS @ Leserve Tor ‘bad 
debts, the capital surplus is only $11,000, and 4¢ is’ only 
(alr "lo mentton that over 50 per cent of that was built up 
from forfeited shares, 

Q That is what you have in liquid reserve. How much 
is all the building and plant and equipment valued at? 
Ae In the neighbourhood of $80,000. 

Q»« How was that acquired? Ae “Phat has not teen ait 


Dale LOT. 


Qe How much has been paid for? A. Fifty per cent. 


aS, seh he 
Mae eat Here 
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4. How was that acquired -= by the sale of shares? 
®-« bY. the sale of shares, 

Ye Or is it reserves? A. No, by the sale of shares, 

HT @ 1 Gates ws og Pcowe \ Di Gis aa Of ideu Of, Course, 
Bo he. on ci nal instance, yes; the sale of shares took care 
Then as years went on depreciation, Wien teal ly 
in essence amounts to the subtraction of the portion to be 
paid out, took care of it and we expanded very slowly and 
capital we had invested wags able to take care of our rex 
quired expansion. 

Ye But for the first few years? A. We had nothing. 

Qe «and in subsequent years: You did hold back and 
are holding until this day a’ certain amount of the proceeds 
of the sale of honey, which is Tepresentbed. HOw by fixed 
ssetse Ts that true or is it not? A. To. the, extent 
that the fixed assets are actually retired by reserve for 


Gepre@iation, that is true, 


Q« Roughly, how much is that? As ‘Thet amounts to 


roughly $25,000. 


ye 1 wish to have the position made clear with regard 
to this cooperative’ This is one of bIGhPOUrLINentioned. hie 
morning and it was desired that the financial statements 
and by-laws should be made aVallable,.,.- understand the 
| by-laws are beine supplied? Ae They are ready and I have 
copies of the financial statements for ten Years. if) you 
wish to have them. I have them right here, 

MR. FRANCIS: We can file these. Am I right in assuming, 
in view of the evidence given, that it will not be necessary 


to present a brief on behalf of this organization in Ottawa? 


J 


. << 
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MR. PaRKER: It is purely a matter for you to decide; 
MRe FRANCIS: There are three organizations. I want 
to be clear on our obligations with res DEC KGO these CHYree . 


Joes the Commission expect a brief from any or all of these 


MR. PARKER: If you wish to produce briefs. 

THE CHATRMAN: Do you not think, WHSthée the prieL is 
actually read in open court, it would be vyory Useiukl, with 
the financial statements: and the by-laws that you are 
producing? 

MR. FRANCIS: Yes, my Lord. 

THE CHsTRMAN: Without formal presentation in courte 
Is that what you mean? I think that is what we should 
like to have. 

MRe FRANCIS: It is sometimes well to have the witness 
available in case something is not clear. 

THE CHATRMAN;: You cannot do that at the moment. 

MiG ERANCISt. Bubul aber ons 

THE CHAIRMAN: Will there be a witness there? 

MR. FRANCIS: We can arrange for that if the Commission 
desirese 

MR.e PARKER: That will not be nece ssary unless later 
On the Witness is invited to come, If you care to have a 
written document, I should think that would be sufficient. 

THE CHATRMAN: We might have to ask for that later. 

MRe PRANCTS: In suvport.of this Sensys Li brbep pom 
| behalf of the Producer S Marketing Organization we will call 


Mr. Harry Hewitt 


— 


Pel 
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secretary, 

Haldimand . Farmers 
Co-operative Association, 
having been duly sworn 
Destiticd.as: fol lows: 


bY MR. fhANGisS: 


%e You are a farmer by occupation? fal LGR 
Q- You are Secretary of the Haldimand: Farmers 


PO=Operaetiye o8socilation? he Thab is correct. 

Qe I want to ask one or two questions about poultry 
production and marketing in that area. TI understand that 
the poultry production is extensive in that area? De tees 


2 You have an average of 195 birds per 100 acres 


of olear land? Hp 26S, according Tolohe erates cs. 
Qs S it one of the major items in farm production 
in that area? &e One of the heavy ones. 


2° Very briefly, would you explain to the Commission 
the urgent reasons that led GO the Pormavion of that co 
operative association, is. L May say (chap Owl ne to the 
UVeency Of the demand of the market for POULLEY In that 
district, and at the instigation of the Federation of 
agriculture in the county, the farmers of the district 
felt that something should be done to assist them in the 
orderly marketing and in the quality of the product. 

Q- What was poultry selling for at the time? 
we On the local markets of Dunnville and Hagersville, 

15 and 16 cents a pound live weight. 

2- What was done about it? k. About a year ago there 
was organized the Haldimand Farmers Co-operative, and they 
conceived the idea of erecting a poultry processing plant or 
else of getting a location, a building, and adapting it to 


that processing, and in a hurried-up manner, there was 


cof. we 
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installed a very 6fficient poultry cooling and processing 
plant, with facilities for handling poultry until such time 
as the product could be placed in told storage.and adequately 
marketed to bring the best returns to the farmers. 

Q. How many members are there? As O00. 

Q@. Are they poultry producers? | A. For the most 
part poultry producers. 

Qs AS 6 direct result of the orsanivation and operation 
of the cooperatives has the price been raised? Bey ae es 
The price has been raised considerably because of the 
Operation of the Haldimand Farmers Co-operative, and the 
poultry industry in the county of Haldimand is gaining by it, 
5FOm G GO 7 Genus a pound. 

QO. JS it fair to attribute that inerease entirely to 
the cooperative? A. I would consider that at least 
Dare Of that increase might be seasonal, but a very smail 
portion of it, that portion of it which would give a seasonal 
increase from the first of October until the present time. 

I would feel assured in quoting the statement that poultry 
has some up 6 or 7 cents a pound to the farmer. 

Q. Is that a substantial item? A. Considering the 
quantity of poultry which is marketed throughout the county 
of Haldimand I would consider it means a lot to the farmers 
OF the county and district. 

Qe HOw Many head of poultry has the organization 
processed. Since its inception last October? A. We had 
figures for three months from the beginning of operations 
movil the last of Decetiber. J wold say, approximetel? 
PO,U00 or 57,000. That is chickens. We do nov operate 
except in a very small way with fowl. 


( 


Qe Is that chickens or pounds? A. Chickens. 
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Q-« Before the establishment of this cooperative 
where was the poultry marketed? A one ne) Ieor rar te or 
the poultry was marketed on the local markets of Dunnville 
and Hagersville and some in Hamilton, 

QQ. By whom was it bought? A. By hucksters who 
attended the market where the live poultry was sold. 

Q. Is there any difference in price as between 

hucksters at various points? A. Very little. 

Qe 1s there anything you want to add to that? 
ie, 1 Gan sey that the trouble thas brought this organization 
about was particularly in connection with DOMED Oye cht 
seemed as though the hucksters would gather at various 
corners of the markets and they had a set price for Poultry, 
and as the farmer came in he was bid that price and there 
VeceNO“CODDOSLULON to jiraise it, If he did not: accept it. he 
would have to take the poultry home and the huckster appeared 
On the scene the next day and the farmer was told that wag 
eve OO. et , 

MR. FRANCIS: There is another subordinate Submission, 
which can be filed without being read or presented OV aly. 

THE CHATRMAN: It would be along the same lines? 

Me FRANCIS: It deals with fruit. 

THE CHALTRMAN: With the emphasis on certain points? 

MR. FRANCIS: Yess 

THE CHATRMAN: Perhaps you might submit it as read, 

MR. FRANCIS: There 1s Ohne point 7 would mention are 
perhaps the Commission would like to hear evidence on it. 
Income tax was paid for years on patronage dividends and 

| then it was discovered shat this was not the correct thing to 
do and an attempt was made to recover it and a large sum of 


money was recovered. Although the company was operated on 
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1 cooperative basis, it was one of the early Cooperatives, 
Pomtied 19. Fors, at ee Lathe theré was no cooperative 
legislation and therefore it was organized under the Joint 
otock Companies Act. But it did operate on a cooperative 
basis and it paid patronage dividends, and apart from the 
limitation of the statute, $2,900 was recovered from the 
Dominion Government after it had paid on patronage dividends. 


THE CHATRMAN: That is so unusual that we might hear 


ROG rHR hk ARKE , 
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Haldimand Taner Co-operative 
Association, 
having been * duly Sworn 


testified as follows: _ 
Sine) WAANCTS* 
@- Unless the Commission pleases, I do not think we 
Wit reac whe brief, As briefly as VOULC Oe WOU hice 
you to tell the Commission your experience in connection 


With Goeome tax, Piret of ell VOU ele Ve riimec lor von rou 


organization? Ae. YOSe 
Larose fruit marketing orcanization? x Gas 


a tamiers! supply organization, 


Qe. YOU handle supplies for fruit growers? wis eile 


Qe And you have been authorized by your Board to make 
submissions and to furnish information to the Commission? 
He YSSe 

Qe Can you briefly tell your experience in connech. on 
With income tax. 4. Mr. Chairman and gentlemen, this 
Company was organized in 1913. At that time there was no 
set-up in the Ontario law, as I understand it, for the 


organization of cooperatives. The Company was therefore 


incorporated as a joint stock company by the original four 


members who formed it. In the autumn of 1913 overations begane 
> 
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The Company went on and grew from Chere, turougnous the 
last war and during the 1920's, and has continued to grow 
Since. My first association with the Company dates back 
to 1926 after the war, so that I am afraid I cannot go on 
record here with regard to the income tax experience 
during the period of the 20's. The farthest back my figures 
€0 would be to 1932. At that time the auditing of the 
Company's books was done by a local auditor of the St. 
Catherine's district, and we did have, the, esdvice or 4 

SO, UCrLOT eb chat tine. The directors are farmers and we 
try to run on a common sense basis and when we need advice 
Cn) special Matters we try to get it, ACCOTding toy tne 
eGvice @ivon us by this auditor and. the SOlL CLT Oly Wer were. 
aS a joint stock company, compelled to pay income tax on 
eid OUT Garhines efter the deduction or expences. wn lose 


our total income on that basis we 


per, 


S95, 258.6lvend ths 
patronage adjustment was $4, 786 and income tax was $572, 
That was not recovered. In other words, that was income 
tax at the rate of 135 per cent on that total income after 
deduction. 

THE CHATRMAN That Was a 036% 

Tne WITNESS: Theat was 1932, git,  Imvl9SS, under the same 
circumstances -- I have not the actual amount -- our income 
was lower, $4,450.27, and the patronage adjustment $2,000. 
In 1934 our income was $6,909 and the patronage figure was 
$5,861 and income tax $1,048. That is the amount on which 


income tax under present conditions should have been chargede 


E ; Cue ab 
I have not the actual amount but we paid 13s per cent on 


that total of $6,909 in that year. That was in 1934, In 
1955 our income was larger. That was a favourable year and 
it amounted to $18,600. The patronage figure was $13,000 


and the amount which should have been subject to taxation 
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was $5,600, which was passed to LE on which we paid 
income bax. tie iash not Sure OP imie rate, but “intany cass 
we paid a tax that year of $2,795. Our tax should have 
been $845, leaving $1,950 which we lost. Perhaps I should 
explain that we employed a new auditor in 19359. At that 
time the income tax adjustment for 1956 had not been com- 
pleted and he was therefore able to reopen 1986-37 but he 
was not able to reopen 1955, which had been completed 
before that. In 1936 the income was $14,100 and the 
patronage figure was $13,000. The taxable income should 
have been $1,145 and we actually paid a total tax of Pe gitO., 
but we recoversd BL, 923 Since we were able to reopen that. 
In 1937 the total income was $11,000 and the patronage $9,000. 
The taxable amount, the sum properly taxable, would have 
been $2,000 and the income tax on that should have been $355. 
We actually paid $1,703.42 and recovered $1,350. In 1938 
there was a small recovery. In the three years we recovered 
94,065; 1956 had not been settled. After that, since 1938 
and the beginning. of 1939, the new auditor showed our 
Operations in the proper form in that thesreburns, tlie de= 
ferred payments to members, were not shown as taxable income. 
They were deducted from taxable income and the amount re-~ 
maining, which was passed to reserve, was that which was 
taxede 

BY MR. FRANCIS: 
\.0 L°undetstand that it was necessary. for you to 


7 


petition the Legislature in order to obtain a. special act? 


Ae YESe 
OH. And) that hes been obtained? Piet WL SBS 
o>. You are operating under the new act? As “Yess 
Q. And the organization is a cooperative in its nature. 


A. Yes. We always have operated as a cooperative. The 
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disbursement has always been on the basis of the business 
d6ne. py members through the Company except that in the 
early years there was a dividend paid on share capital. 
That was eliminated in 1930 and since then we have paid 
HO Gntbersst on share capital. 

Qe This is a cooperative that has been operating for 
some thirty years and you have been there twenty years. 
Would you give the Commission the benefit of your opinion 
as 2 Parmer? MOU EVocsa Ta rinei? figs VL o 7 

Os iWill you give Us yOUr,ODILNIOn aS Go the crrecn, 
if any, good or otherwise, which this cooperative in that 
Cieuricy has had ohn the community? Peed Hu Teen caret 
place, it has had a very definite effect in the fact that 
the cooperative has returned to members over $200,000 in 
the period in which it has been operating, and $200,000 
Scauperec among the Tarmers:in that area represents a very 
considerable addition to their ability to have good 
buildings and to operate efficiently. 

Deneaay Obuner err ecus: A. The cooperative was 
Pearvec G@etinitely because there was°a Jack Gi yroper 
facilities both for supplying the farmers in the area with 
ine supplies they needed, and proper facilities for markei~ 
inc their productse 

Oe, Any vother errects: A. L think that. unguesticu- 
ebly the Company, because of its operations, has tended) Go 
bring about an improvement in the general level of marketing 
even for persons outside. While we pay generally the same 
Price se independent dealers for fruit, 1 think probably 
these independent dealers pay a higher price than otherwise 
in order to compete with us. 

Bet souy Obner erfectss A. Of course the Company, 


having also facilities for distribution of coal, serves a 
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very useful purpose in a community which has to depend 
almost entirely on coal for its winter LUC LS Br it 
distributes feeds, fertilizers and all those other Supplies 
vuhat are needed. We have an excellent stock of all these 
ings and that is definitely a benefit and an advantage 

vO persons who are not members of the Company because they 
are able to buy at the same prices as our members. 

Qe Anything else? Rel Taek Tse) Dewan obi aor ¢ 

BY MR. ARNASON: 

Q- You are now reorganized under Special Act of the 
leosislature? Ae  Y@Se 

Je APS You organized on a sharé capital basis? 
oe feces tot nas not been changed. The purpose of the 
special act was to declare that we were a cooperative. 

Je There was no fundamental change? A. There 
Was no fundamental change in our structure at the time. 

Q. What percentage of business do you do with non- 
members? A. The percentage that we do with non-members 
2) arecer am. what might ba called the supply buSiness be- 
cause Of coal and other items. In the supply business our 
percentage is 44 per cent with non-members, and in the 
Poe ee ess | .cupiose i sung, to. 90 per cent with members-- 
Mey 18, in the sale of fruits, 

BY MR. VAUGHAN: 

QO» lb is stated that the same price is paid as paid 
Dy independent dealers. Does that mean that you DUY PUL 
and pay the same price as independent dealers? A. When 
the grower brings in fruit to the station, as we call eign 
he 18 given.a chit for that fruit and except at. certain 
times when the market is unsettled he will be given a set 


peice, on that chit. 
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te 1b 1S ab actual purchase? A. It is a purchase 
to this extent, that he knows he will get that much anyway 
fOr 1G. 

Q. And when you sell it the difference is returned 
as @ patronage dividend? PN Lee e 

Q You call. that a surplus, or whatever you term it? 
1. We call it a deferred payment. 

Bi MR. PARKER? 
aS is there an obligation to return that surplus 
Cf ou we met ber of Ci sereui on: Of oho fart or tne --oerd 
Of Direc tore? Ae it is @ Matter Or GiScrevion wits 
the Board of Directors. 


BY MR. ARNASON 


Oe (oe Dy=laws make Provision abl aG Whoo siall ce Gone 
with the surplus? Ke OLR 

THE CHATRMAN: I noticed that Mr. Parker was careful 
(Ovevewon you Lf you had also chanced your solicitor, 

MR. PARKER: I assumed it was the solicitor who advised 
him to cot AeoDle rT BUuCL LOT. 
ee din. MILLIKEN: 
pices Lot have you TreveLved any Lnpimacroms on 
letter from the Income Tax Department that your patronage 
dividends are a proper deduction before arriving at taxable 
income? he L am arraid IT ‘cannot answer that. rood, 
the auditor is the man who takes the matter up with the 
Income Tax people. 

Oy ie DRANG ALS % 

De Dic da. happen to be Acting “for you tm 19ser 

Pasi ci Gi SO. 


WR. PARKER: The next submission is by the Investment 


Dealers Association. 
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Ae Ge Ge A. SPT _SPENCH, 
President, 
The Investment Dealers! 
Association of Canada, 
having been duly Sworn 
testifie od as Polltows. 
BY MR. PARKER: You are appearing in what 
capacity? Ae AS President of the Investment Dealer 


Pe oCoCtaT Lon of Canada, 


Q. How was the brief which you are about to present 


prepared? A. It was prepared and submitted to the 
Dominion Executive of our Association, which is composed of 
representatives, one from the Maritimes, one from the 


province of Quebec, one from Ontario, one from the prairie 
Provinces and’ oe from the province of British Columbia, 
Q. What section of the community does your Association 
represent? A. Our Association represents firms in the 
Pinenclal business. There is a membership of 102 firms 
right across Canada with head offices and fifty branches 
offices, and in addition to that we have associate members 
who are also firms in financial business, 95 firms, so 
that we have 245 firms in Canada all engaged in financial 
businessese 
Jomo. Moa, buyIne SLoOcks end: bonds, Mew LO8% 
Qe Issues of so-called corporate and Government 
Seouricies? Ais LES, 


va OU Ment read your orier, A. The brief is as 


Vlt 28 the function of the members of the Agesociatior 


I have the honour to represent to investigate opportunities 


Cor investment, and negotiate the sale of securities. While 
precise calculation is impossible, those securities have 


been widely distributed and, it is estimated, are now held 
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by, or on behalf of, most of the breadwinners of the country. 


"It follows this Association ig deeply interested 
in the matter now under consideration by this Commission; 
und asks permission to express a-considered opinion as to 
certain phases of the inquiry. 


"it the outset, may we state the place we understood 


516 cooperative movement occupied in the country's economy. 
Suite frequently that economy is spoken of as 'Capitalistt;: 


Dub We rsugeest, On reflection, it is better called. an economy 


of the people; in other words, it is the common-sense practice 


of adapting means to ends. «As we all know; there are many 
economic services assigned to the State (notably, postal 

services); there are almost innumerable services performed 
by individual enterprise; while, for services requiring an 


assoclation of individuals, legislation has provided two 


forms of incorporation, namely, by joint stock companies and 


by cooperative societies. 


"it does not appear necessary to recite the provisions 


of the Company Acts, nor mention the legislative measures 
regulating the sale of securities in which the members of 


our Association are concerned; nor, shall we discuss the 


legislation affecting the organization of the cooperatives. 


Tne Mapber we desire to stress is the policy that people, 


as producers and as consumers, should have freedom of choice 


as to the means of service, and, wherever services call for 


an association of individuals, governments have stipulated 


: ror voluntary association and the conduct of business the 
democratic waye 

"While the cooperative movement extends over several 

fiends, our representations will be confined to 'consumers 


cooperatives' and 'tagricultural marketing cooperatives'. 


of PTreedom of selection of the means of fulfilling the wants 
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The distinction is not to be always closely drawn because 
there are cooperatives with mixed objectives. In fact, one 
finds sharp diversity of objectives, even antagonism. 
The consumers cooperatives strive to eliminate profit; the 
producers cooperatives struggle to secure profit; everywhere 
there are those who attempt to use the cooperative movement 
in an effort to do away with personal owne rship- and abolish 
capitalism and, yet, writing of farm cooperatives in the 
United States, R. V. Gregory (American Co-operation, 
Washington, D. C.) declares: 'Farmers are essentially 
Capitalistic. Their pride of ownership is strong. This is 
Tue even of most tenant farmers, Their Ohi ef compl ail mp 
against the established order is that it has not enabled 
Ce UGy0e DeLicr capitalists —~ to own more, Their »roacon 
for cooperative endeavours, whether buying or SoLLinge » ac 
not to eliminate private profit, but to get more prot Peeor 
themselves.! 

"It would appear that the 'pride of owhershipt ks not 
confined to American farmers for, speaking to the Fabian 
Pye, 2 Socialist Don of Oxford University, 2. i. 

Rowse, complains that British farmers do not take Wibline ly 
to cooperation and insists: 'They will have to be made to co- 
operate, because they are responsible for an industry of 
national importance, and it cannot be allowed to be pre- 
judiced because of their ingrained individualism and 
CONSerVati Sm. ! 

"I cite the diversity of objectives of the cooperatives 
that I may the more explicitly state we have no protest to 
lodge with the objectives of voluntary cooperation -- not 
even an effort to displace 'Capitalism! -- so long as 
che thing is done by competitive effort. Society's service 


is paramount. But when the State provides that one 
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organization of service is taxed the more that a competinse 
organization should be taxed less (or not at all), we appear 
Deo OU lyoO mDrotest . “Lr “econoni« organizations -- 
companies and cooperative societies -- are to be judged by 
their relative capacity for social service, the eminent 
agrarian economist, Paul de Hevesy, was manifestly right 
when he declared: ‘While, there obviously are commodities 
which will benefit from cooperative handling, there is 
nothing to justify the sranting of any State assistance to 
une Gooperavives. “Lf the cooperative is ‘able tocreduce 
costs, there should be no need for State assistance. Woebe., 
if the cooperative is unable to reduce costs, there is no 


heed for the cooperative 


© 


“When cooperative marketing associations engaged in 
export tradévask or exempbion from) taxation, surely they 
cannot have forgotten the disaster that came over the world 
byPvyiolavbion of the rule that trade is ‘baséd+on relative 
costs. That rule may be violated within nations, but 
not with impunity in trade between nations as we shall now 
observe: 

Wit aepeper, delivered to the Fourth International 
Conrershce of Agricultural Economists (1956) von Dietze 
(University of Berlin, Germany) began by saying: 'During 
the years following the great depression of 1921, overseas 


exporting countries, Australia, New 


N 


ealand, South Africa, 
and Canada, were the countries which developed new 
organizations for the marketing of agricultural produce; 
partly following institutions which had been developed in 
war food administration.' 

"Looking back, it makes strange reading to find a 


German economist citing the export activities of Australian 


se baits, 
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and Canadian wheat pools as an initial stage of a 'new order', 

Sut it is of record that, on the advent of the pools, the 

cereal growers of importing countries immediately brought 

Organized pressure to bear on their government, urging 

that they were being subjected to 'unfairt marketing 

practices, in that the pools had received government 

assistance. Whatever the merit of the contention, the 

governments of the importing countries were quick to re- 

Spona and as a consequence, although at the beginning of 

1924 the importation of wheat had been free in eight of 

che most important wheat importing countries with 64 per 

cent of the world import market for wheat and wheat fleur. 

at the beginning of 1929, the number of free markets had 

shrunk to four with only 39 per cent of the import ane. 
"The restrictions placed on the importation of wheat 

in some of the European markets naturally resulted in a rela 

in the free markets which, in the words of the Leacuets 


Hconomical Committee, ‘brought the mass of the farmers face 


vO Lace with the problem of markets and prices.t With lost 
agricultural buying power, tne world fell antoyderrecsion, 
"The wheat growers themselves were the first to suffer 
from the government action that was SUPPOSSed! GO ASsisuitrem, 
and yet the lesson had not been learned that governments 
may not with impunity subsidize the marketing of export 
vroducts (particularly when they come in competition with 
the products of domestic agriculture). The governments of 
the deficit (importing) countries were obliged to protect 
their farmers from state assisted competition, and the 
League's Committee expressed the Opinion, in Less ,vihap 
"Even the agricultural exporting countries cannot but re- 


gard such an aim with sympathy.! But whatever ‘sympathy? 
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there may have been in the matter, this country did not 
desist from the practice of tassisting! export trade; in 
Tact, the governments intensified their intervention. 
Doe Virector of the Austrian Institute of Trade Cycle 
Research, Morgenstern, in reviewing the course of world 
depression caustically remarks that on this side of the 
\tlantie we took effective measures ‘against recovery. 
The German agrarian economist, von Dietze, continued his 
BUrVey to Say: ‘The Canadian Government supported the 
wheat pools which had got into serious dit Ticulies, and 
finally the pools were replaced by a Wheat Board which has 
tO pay minimum prices. Generally, the Canadian Government 
bas,, by the Natural Products Marketing Act, 1934, provided 
for the setting up of local marketing boards which are 
charged with the marketing (or the marketing control) of 
certain products. Apart from that Canada has provided for 
deficiency payments which are meant to subsidize unprofitable 
exporte’ 

"Needless to say these matters have a direct bearing 
On the present enquiry. While tax oxemption ig only one 
of several forms of subsidy that may be granved producers. 
it is perticularly resented when applied to the exportation 
agricultural products to European countries because, over 
Host of Burope, agriculture has borne a high rate of 
taxation, If the farmers of the Old World (ineludins the 
United Kingdom) are subjected to even greater taxation after 
this war, it is safe to conclude they will be even more 
concerned over competition with imported foodstuffs. Although 
the rules of international trade are unwritten, violation 
is none the less subject to penalty; as a country especially 


| 


dependent on exports, it appears most important that in 
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peace time it is the customer (the importing country) 


that interprets the rules and arbitrarily imposes the 


mWoile bistory.is nob supposed to ever quite repeat 
Ltself, there is a well recognized sequence to social con- 
eoquencee War is a collectivist thing; and Looking back 
LG Was perheps to have been expected the Totalitarian State 
would emerge out of the upsets of the war of 1914-183; and 
We aek Permission to submis evidence of the bearing of the 
distribution of taxes over industry and commerce on a plan 
to overthrow the soci Leal Structure (Cn ore coum. le a 
thought we exaggerate the matter, we can only say the 

eo Oenco ius, speak for itself, 

"While most people in this country presumably re- 
G@ard cooperation as an alternative economic Se PVG Om purist 
1S tO be remembered the Russian peasantry (as the agrarian 
economist Paviovsky tells us) once regarded 'The Cooperative 
Commonwealth' as a means of distributing the ownership of 
property, only to find it developed into a concentration 
of power in the hands of a State bureaucracy. That we may 


not be accused of misrepresenting a matter so currently 


cr 


roversial, we cite the outline of the plan as eiven 


by Professor Sikes of Dartmouth University who saya it is 


‘that retail cooperatives will gradually take over 
ali retell business; they will puy trom wholesale 
cooperatives, which, in turn, will operate manufactur- 
ing plants for supplying consumers! needs; the 
principles on which farmers! cooperative sales and 
purchasing organizations operate will be pushed back 


to the production of farm supplies; cooperative 


oa 
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credit and insurance associations will furnish the 
necessary capital for the other cooperative activities; 
Services such as telephone systems, housing, health 
and the like will be.furnished, on 4 cooperative 
basis; international trade will be carried on by coO- 
operative societies in the various countries.e 

"With its foundation on the economic democracy 
of cooperation, the theory runs that a PGLILically 
democratic Goopérative Gommonwealth will supersede 
the present types of political organization -- the 
functions of government, of course, would be greatly 
reduced, since no longer would regulation of business 
activity be necessary, The framework of the Co- 
operative Commonwealth exists, it is held, in the 
present local cooperative societies and their 


Leueravion into national societies.’ 


"The plan would include organized labour with a 


political structure having two chambers, one with represent- 


abives Of the consumers societies, by gcographic regions, 
ind ‘the other representing the cooperating workers from 
2ach major trade, industry and occupation. The executive 
civision would come from the directors of the national 
cooperative organizations.! 

"The scheme is no longer to be dismissed as a fantastic 
dream; the times have made it a matter of a citizents choice 
bétween the structures of ‘society. That the scheme has sub- 
svantial backing within the organization of industrial wage~ 
earners is indicated by the publication of a report on 
cooperavive organizations by the International Labour 
Office (Montreal, 1944) in which emphasis is laid on the 


essential similarity of the cooperative societies and 


/ 


ae 
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Grade unions in that both movements arc ‘carefully 
rashioned federal structures!., The conclusion drawn in 
the report is frankly stated: 'The purpose and result 
or CoCperavive integration are notcvo brine wealth vor 
power Toa few, but welfare to the many, and this not 
as a by-product of profit-seeking, but as an end in itsel?r,.! 
Pervictleriy Ssignifi¢ant is the elassificatitn brithe 
*eOlbectivist organization’ of the Soviet Union as 
‘cooperative. societies.! 

"While the nomenclature of social structures is 
confused (anc sometimes confused with apparent design) 
one would have thought the experience of the interval be- 
tween Wears had justified Pavlovsky's conclusion that 'co- 
Operation cannot exist in a Socialist or Communist State, as 
the experiences of Soviet Russia has amply proved. The 
cooperative movement is the product, as well as the neces 
corollary, of Capitalism; and in Russia its growth accompanied 
the industrial revolution and the awakening of the individual- 
ist.spirit in the countryside. While the country still 
lived under conditions of predominantly natural economy 
and seif-supplying maintenance farming, the attempts to 
implant cooperative organizations in the villages, made in 
she 'sixbies and 'seventies’by well-meaning intellectuals, 
met with distrust, ridicule and ultimate failure. When, 
However, by the close of the last century, ¢on@itions tad 
changed and Fussia had begun to develop along capitalistic 
Jines, the ground became more favourable to cooperative 
Organization, and the movement took roots among the 
peasantry.! 

"It is in that background, we submit the matter before 
this Commission should be considered. It is the impact of 


the rule of size that has brought us face to face with change 


Pe 


wen 


on 
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im the social structure -= the size of the burden of 

taxation; the size of its maldistribution between the 
competitive services of society. From the outbreak of the 

war to Novembsr, 1944, the disbursements of the Dominion 
covernnent have amounted to the colossal sum of $19,000,000, 000 
of which some 49,500,000,000 have been raised by taxes 

and Ouher, current revenue. We cannot believe the members 

Of the cooperative societies generally desire to escape a 

fair share of the costs of the war; but the fact remains 

that, under the present set-up of taxation, the cooperative 
sociatias quring the war heve been accumulating surpluses 
while others engaged in competitive effort are taxed to the 


bo Ne « 


"The greater portion of war expenditure (as we 


Et 
i 


now! hes been made by borrowed money; in September, 

7, the annual interest charge payable on Federal debt 
WES 162.760 ,000+ in } ovember, 1944, the interest charge 

on that debt amounted to $374,790,000 -- and the end is not 
Se en Wa bi a population QU. Less. thal, 12 sG00 pOUG Biwi Laie 
eo weavyy Durden iG cary form years poséone, 

"War demands sacrifice; but the sacrifices of war are 
never equally distributed, In the altered course of 
production, the incomes of those who possess the equipment 
OY Materials urgently needed for the prosecution of war 
inevitably rise in war economy (at least, as compared with 

nhose who do not possess those advantages). It was out of 


bhat situation there came the issue of war wealth that so 


7 es ie 


isturbed the aftermath of the other world war. The economy 
of the war that began in 1959 was designed that the State, 
by taxation, would draw off the profits of- wartime. The 


production of many goods has been prohibited, while other 
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industries py reason of strain on plant and equipment, com- 


Dinéed with inordinate texation, now face the problem of 
obsolescence with depleted reserves. 
"In view of that condition, it appears incredible 
that the State should permit funds arising out of the 
Sacrifices of the people -~ and so sorely needed for the 
war effort ~-- to be diverted in expansion of the capital 


Livestments of the cooperative societies. 


"While the members of our Association have a personal 


Poyercet Lm Lite survival oF the joint Stock companies, arc 


as Gealers in securities have deep concern over the welfare 


of the hundreds of thousands of people who hold the securities 


of the companies, we realize that primary consideration 


Muse, Oo Piven tO Dne Service of socketys beer ine Tino ae 


issue directly at stake in this enquiry, we paraphrase the 


cretum of cea Hevéesy: ‘If the cooperatives can serve Socieuy 


Detter Than individuals and their associatron in joint 


Pvoer UOmMpenLes, then, “Unere 18 mo Meed Tor the tax elon uion 


er re cooperatives.’ The term ‘competitive economy 
COos NOL apply alone to competition within the services, 
iy appiies.,. as well and particularly, to competition 
between the services -= a-competition that cannot survive 
Mater ne present distribution Of-tne epnermal burden oe 
baxatione 

"(If the incidence of the tax were reversed, if the 
cooperatives bore the tax in guestion, while the business 


individuals and joint stock companies was exempt, 16 


would hardly be argued that the cooperative societies could 


survive) e 
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‘ed to this Commission affects many 


Phasss of the social structure. You have had many representat— 
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jons and we kave no desire to retrace the ground you have 
already covered, but before concluding our statement there 
are several matters we desire to stress for your consideration 

"This country has been substantially dependent on 
foreign capital, and especially on American capital, for 
Ce relopmen nm of iteeintuctrial resotrees. Tntesty vite will 
be found that a considerable volume of smployment is 
furnished by ‘branch houses! engaged in manufacturing for 
poth the domestic and export markets’ (6.)- es motor cars, 
agricultural implements and paper). We ask that considerat- 
ton bejeivete to the impact’ of the distribusionvor (taxes 
between companies and cooperatives on the continued invest~ 
ment of ‘outside! capital and paeeoeie during the years 
Of industrial rehabilitation. 

Nir 4% 6 areued society would be beuveryorr by vebandon- 
ing freedom of choice between the forms of service, better 
off by substituting the cooperative system for capitalisn, 
then, we ask for a comparison of this country's national 
income with the incomes of other countries in peace-time 


eco0cuy. 1nciudgine the distribution of income by way of 


‘ndustrial wages and agricultural earnings. 


"For years to.come, tie commerce of the country will 


be taxed, not only for expenditures made in the course of 
chis war, but taxed -- heavily taxed -- for the ‘needs of the 


unconquered’ field of social services'; is it to be argued 
that, by change in the form of organization, business is to 
be permitted to escape taxation for those purposes. For 
specific iidustration; is the trade of; the: vididage: stone] 
keeper to be taxed in sunport of family allowances, while 
business owned by thousands with turnover running into 


millions is partially, or wholly, exempt from taxation 
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§ organized on ccoperative lines? 


We submit it is quite urtenable that any body of citizens 


should be allowed to withdraw from contribution to the 
common fund and still expect to share in its distribution. 

"it, it is areued that the cooperative society is 4 
defensive measure against the exploitation of consumers and 
producers alike, then, we ask that evidence be taken of the 
spread between Hetall prices and priviary producers, prices 
wherever the capitalistic middleman has been dispossessed. 
The economy of the Soviet Union, for example, was ostensibly 
desiened to close the gap in food prices and, by the records, 
has widened 14; a comparison of retail prices: in 1936 
indicates higher prices for bread and other foodstuffs in 

Iscow than in London or New York, and searching for an 
exolematiom of the spread the statistician, ColanmiClar 
reports the so-called consuniers cooperative societies carry 
a waenorer tax of about 75 per cont With .@ turtvher’ 7 to 
10 percent by-.distributive costs, indicating that ‘the cash 
income of the peasants amounted to 15 to 18 per cent of 
retail sales of foodsturfs.! 

*But above all are we concerned over the matter before 
ts the declared ultimate 
obtective of the cooperative movement. On the statement 
of the President of The Co-operative League of the United 
Scates, 7. B. Warbasse: ‘The theoretical end of consumers’ 
SOG USC RULOR pais. 16. FO purchacs toe wand from the farmer 
and employ the latter as an agricultural technician, to 
replace production for profit by production for use, including 
in that transition the gradual disappearance of all 
organizations (producerst cooperatives and labour unions) 


enced FO Ss Crart of 2a ¢lacs*. And. then the head of the 
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oe 


the United States went on to pre- 


may substitute cooperative democracy 


the social structures 


their essential features. Even in urbanized 


dngland, the attendance at the meetings of the cooperative 
SOGLeUles TS Tated at Less than > per cent of the member— 
snip, the conduct of business is left in, the hands of the 
Dureaucracy. ‘lo concentrate economic power in ‘bureaucratic 
Nancs and then proclaim the bureaucracy is the government 


Se a Sa ; aes 
is manifestly 
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from the application of the Income War 


tee ncG ane the Excess Profits Tax Act 1940, end in con- 
clusion we submit that these tax measures should be made to 
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MR. VAUGHAN: 


is no recommendation as to any method of 


be employed? Ae it would be taxation 


the disctission of the question as to 4 
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definition of profits, the ouestion is so wide that it was 


felt unwise for us, not being specialists in taxation, to 
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ay there are one or two ques stions [I wish to ask you. 
OU Nave raised €& point in the earlier pages of the Drier, 
aug you resurn bo it at the end, Im regard to which 1 think 
we should have some explanation from you, ~The suggestion 
is made that the trend of the cooperative movement in Canada 
is such that it will in some way interfere with the political 
structures. Is that what you intend to argue? Baw Tose 
eres y CucCtations from authorities, 

Qs. Do you guote them as apphicable to the situation in 
anada, or for what purpose are they given? Ae Jl believe 
PieriuwourautoOn you have in-mind which 1 took Was sf romos 
Canadian author, Sikes. 

Q@- , it don't care whether Canadian or Chinese; do you cite 
it for the purpose of suggesting that there is danger in 
ties Country from this trend? A. Generally speaking, there 
16 Ganecr in every country. 

We are only concerned with this one, Do you say the 
faneer rete nere? 1s vhat the Sugsostion vow want oo 
Cave? A. Before making a Gefinite reply to that 
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question I wovld consult my executive. We are speaking 


g@ in 
teneralities.in that. quotation. We ere making no statemens: 


other than in generalities as to what is the tendency the 


world over as expressed by these quotations. 


| Q@. scmetimes insinuations are more deadly than direct 


2 RE rye ye ie ae Soa eee Fae pe ees neh 
Statements, Do you wish to avoid making 


direct statement 
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to that effect or are you giving the quotations to insinuate 


Boeur A, .This is not necessarily a personal statement of 


my beliefse 1 would be glad to consult my executive if you 
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5Hat 1G should be checked. whatever that tenden 
hue AMOOSl LION Of taxation. on these societies? 
bo, De GAO IMiplLcation as 1 read the brier, 

Ae We express ourselves in a 
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you do not mean it in that sense 


ae 


Wop. bike GO explain it. 1 Was aereid that 


might be taken from ita. Ae) a ee eas eed 

it into words without being misunderstood. 
ey seb be Whe i. Am aired (ols a mey 

moe We Maintain in the brisf that from past 
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Senerally speaking that the cooperative move 
to its ultimate conclusion, Might be very ce 
we firmly believe that Government subsidy 
ayoe GC Suructure is wrong, 


Qe tendency exists in this 


28 tne country we are dealing with -- are 
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am correctly Summari Zine Lu, 


not gone so far as Mr. Vaughan indicated, 


detailed scheme which you are pret 
Commission? Hie PRG Se ere ia tee 
Je You have not thought out a detailed 


extent of taxation, Or on wWhet funds of the 
tax should be levied? Ae Ve ie Tents 


your brief 
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Oa Vou have. AO 20eas on that in your Association? 


6, I would like to ask you a question or two with 
veference to this brief. May 1 direct your attention to the 
second last paragraph on page eleven: “Hven in urbanized 
England, the attendance at the meetings of the cooperative 
SCeTeLies te Tated ab Llese than oper cent of. the Membership; 
Peovoomauch or UGSinets Le Lerp an tie hence of othe DUureau- 
eracy. To concentrate economic power left in bureaucratic 
hands; and then proclaim the bureaucracy is the government is 
mavurestiy to ereate a Totalitarian State -- and none the 


ess COues cCerian because it is called a 'Co-operative 


Commonweaith.'" From what statistics do you obtain that 
percentage cf less than 5 per cent? A OE aaeeren GO eG 


mere tout te wauld: be - clad to “give 10. 


On, Vevvould Like, oO nave petOW.s This 20es FLent 


across the country in tne press. MRO Ss ccigenoige ba amee git Rt i's 
sorry) bUbIL Haven't got iv. 


9. 1 am frightfully sorry too. What do you mean by 
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O,. Have you got a dictionary? A, Not presently with 


®, "Have you looked this wore up? hs Ys. 
Dae When cocs it mean? AG) 2 em SOrLy., Eon emer, 


L-qougd not care to quote 1%. 

Ov You said you were Trightiully sorry; 1 em PriencsuE ly 
sorry t00.+ I. do not want this to be degrated into an 
areument over terms, and I am serious about this, Mr. 


Chairman, But here ig a charge brought against 8,000,000 


people in the cooperative movement in Great Britain -- workers 
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and otners who are struggling. Here is a brief coming out of 
Ganada with his charge against these 8,000,000 people. Ai 
would like to know what it means and I suggest that the 
Commission is entitled to know what it means. What does 
*bureaucracy™ mean? Apo UL" am sorry )*1) heaven") go0 = 


dictionary with me. 
%, Woat does totalitarian mean? A. Same answere 


9. You don't know, Do you suggest that the cooperative 
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is 


movement is the same as the German or Totalitarian state? 
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Are you sugeesting that? Re Ae Theme Seen Meroe 5 nan 
: 3 

here representing an Association and ‘Pf thers are questions 

you would like to have answered as to the exact meaning of 


elLad tO Leno ry uO uae axecuvivae’ DuUle 
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words L shall ve 


will not be trapped by such questions. 


~ s 


a Would you be willing vo witheraw the brief on 


/ 


benef of your Association? oP oeeae 10S 


MR. FRANCIS : I make application to’have the brier 


withdrawn « 

THE CHATRMAN: I would not allow that, but the witness 
should be prepared to answer questions in regard to any 
oh that gces that far. You admit thet, Mr. Spence? 
Tie WITNESS: Quite SO’. 


, 


TOE CUATRMAN: The statements there are made deliberately, 


THE WITNESS: I believe so, yes. It was done in absolute 


THE CHATPMAN: And you would expect to be guestionec 


re 
£ 


in regerd to the statements made in the brief 
THE WITNESS: It depends on the manner of the questioning, 

ce Lord. “it ié difficult for me to give a definition of 

bureaucracy, as you appreciate, and also “Totalitarian State". 


TUE CHATRMAN: You can leave the dictionary to us, 
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Mr, Francis. We may have to use 
MR. FRANCIS: May I apply to have this paragraph with- 
drawn? 
T4h CHAIRMAN: No. TI cannot agrees to’ that. The brisr 


ig here and the peovle who make that stetement stand behind 


het WG 


cr 
oO 


ite iL would not sntertain a proposal strike out a part 


or tre. Oriel Tor thav Treason. 
VR. FRANCIS: I think I will leave the matter there, 
BY MR. MILLIKEN: 

\., I want to ask a question. I do not COUR 30 ee 
anything to do with the Commission, but ic Le i ee Oe ete 
Tf I understood you correctly, you made a statement in the 
brief -- I have not seen it and there are no extra copies ~-- 
to the effect that between 1924 and 1929 the Buropean 

mporting countries objectec to the wheat pools because they 
were Government-assisted. That is the purport of the stato- 
ment. ROO PF Cthink LS Was 2 quovatsen. 

oe 1b was ih the sarily pare of Eis DPLei.s 
A, It'was a quotation from a paper delivered av the fourth 
international conference of agricultural economists in 1936. 

0. What page is it on? hk Face cures. 

5. This does not seem to be in quotation marks. You say: 
“Put it is of record that, on the advent of the pools, the 
cereal growers of importing countries imnaediately brought 
Pee ee d pressure to bear on their Governments, urging that 
they were being subjected to ‘unfair! marketing practices, 
in that the pools had received Government assistance.” 

That does not appear in quotation marks. 

i.e That is a paraphrase. 

9. And you go on to say: “Whatever the merit of the 
contention, the Governments of the importing countries 


were quick to respond and as a consequence, although at the 
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beginning of 1924 the importation of wheat had been free in 
eight. of the most important wheat importing countries with 
64 per cent of the world import market for wheat and wheat 
flour, at the beginning of 1929 the number of free markets 
had shrunk to four with only 39 per cent of the import 
demand." T am in a position to know what I am talking 
about, and if you cen show the Commission that there was 


ono dollar of Government assistance given to any one of the 
Ganadian wheat pools between 1944 and 1929 I would like you 
GO Doin’ 1% out. There was no Governmicnut assistance during 
toay, period of time --— no Government assistance in any shape 
or form given to these wheat pools. Where dio. you. Seth ais 
authority for that statement? Ag. Tt vou wiley tod lone wie 
Briel you will find fur bher on that the League of Nations 
Feonomic Cormittee expressed the opinion in 1950. 

Qe On wnat did tniey express an opinion? They did not 
gay anythine about the pericd between 1924 and 19207 
Row soon > tolLlow vou, 

Q. They did not express any opinion to the effect that 
between 1924 end 1929 there was Government assistance to the 
wheat pools. Frankly, Mr. Chairman, this te outelce, Une 
scope of your investigation bub I merely wish to put this 
refutation on the record, because the statement contained 
in the brief is absolutely false. a So far as the 
quotations are concerned, tT have Listed, the mererencess 

BY MR. PARKER: 

Ye Thev are not quotations. ‘A. Most of tihemrare 
quotations. “Hven the agricultural exporting countries 
cannot but regard such an aim with sympathy.’ That is 


definitely a-quotation. 


Qe Did you have something to do with preparing this 
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Ae To some extent, in that I was consulted. 
O. Dad you have snough to do with ito setisry my 
curiosity? As far as i can gather from reading it over, 
no Ganadian source has been quoted although many foreign 
sources are given. A. )iThere 4s, Sikes. He may De an 


imerican, however a 


He aowvwelayit come about that in a submission made 


pect to Canadian cooperation i+ was not considered 
give Canadian references? Ay OL Gad not 
Coins Dh aAvas sc 


onsidered necessary, to the best of my knowledge 
and Deli er 


9. You do not know how that came about? ee eee 
wag no conscious effort alone those lines. To tell you 
the honest truth, I had not thought of she point until you 
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The Gommission thereupon adjourned until 


Wednesday, February 14, at 9.30 a. Ms. 
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=2524- Toronto, 
Wednesday, 
February 14,1945, 
The Commission met at 9.30 a, me, Mr. Justice 


Me Dougall presiding, 


Brier submitted b the Urban Consumer Co-operatives 


MR. PARKER: Our trustworthy friend Mr. Francis is 
here quite early. 

MR. FRANCIS: If the Commission pleases, my friend 
and colleague, Mr. Leonard Mitchell, will take charge of 
this submission on behalf of the Urban Consumer Co- 
operatives. 

MR. MITCHELL: Mr. Chairman and gentlemen of the 
Commission, there are two or three portions of the brief 
as filed which we wish to have dsvleted. These portions 
were mentioned to the Commission in a telegram that was 
forwarded by Mr. Francis while the Commission was still an 
Winnipege On page three of the brief the whole paragraph 
beginning "In relation to these last two points" igs struck 
out and also the appendix on pages six and seven. 

THE CHATRMAN: You wish that deleted also? 

MR. MITCHELL: Yes, my Lord; pages six and seven are to 
be deleted. With the Commission's consent, instead of 
having the witness read the brief, I propose to go over it 
and read certain excerpts from it because it is largely 
repetition and the Commission has heard it many times 
before. There is nothing controversial. Then I-will eal 
On tne witness, who can give pertinent information as to 
the tax situation. The point to which the witness will 
Speak has to do with excess profits tax and it has not been 
raised before the Commission heretofore, and that is why 
we wish to substitute the oral statement of the witness 
for what appears on the pages we have deleted. The brief 
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"In contrast to the practices of other provinces, 
the Ontario government does not publish annual statistics 
relating to the cooperative movement. Because of this 
and due also to the fact that most of the urban cooperative 
development exists in widely-scattered areas of Northern 
Onvarig, it is impossible, at this time, to present any- 
thing like a complete picture of this section of the 
movement. : 

"It is known that two large societies centred in 
Timmins operate branches in that town and half a dozen 
other towns and villages in the northern part of the 
province," 

TU" is One of these cooperatives that we propose to 
give evidence, Continuing: 

"There are also several Other urban cooperatives in 
pudbury, Sault Ste. Marie, Fort William and Port Arthur. 
There are four or five stores in the Toronto area. One 
of these, Co-operative Service of Toronto Limited, is 
located at 846 Pape Ave. Appendix A, attached hereto, 
provides some relevant information about this society. 

"It may be of interest to the Commission that ten years 
ago, the Royal Commission on price Spreads referred in its 
report to Consumer Cooperation in these words, ‘It is our 
opinion that further development of consumers! cooperatives 
in Canada would be of geheral benefit, introducing a re- 
straining influence on the practices of other merchandising 
organizations and assisting in consumer education, which we 
feel, is most necessary. The informed consumer is in 
himself, the most valuable check on excessive prices and poor 
quality. (Page 220 of the Report). If this statement was 


relevant in those days of "buyers' markets! it ig even more to 
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the point today, in a period of ‘sellers! markets.’ 
Furthermore, the report says later on that ‘While the 
cooperative movement in its operations asks no special 
privileges, it has a right to demand fair and equitable 
treatment from government and private enterprises .' 
(Page 220. of the Report). It-would clearly not be ‘fair 
and equitable treatment from government....' to apply the 
Income War Tax ict to consumers! cooperatives. Consumer 
cooperation does not operate for profit, but for service. 
Its surpluses result only from overcharges made to its 
members to safeguard the savings they have invested in their 
society. When costs of operation are determined at the 
close of each financial period, all overcharges are 
eredited to members in the form of savings returns or pur- 
chase dividends. Ina soundly-operated society, costs 
iieluge Currens expense, adequate buL mot iexcScesive de- 
preciation and contingency reserves, as well as a small 
appropriation for education. Sometimes, though not always, 
a small rate of interest is paid on capital. 

Co-operative Service of Toronto has always followed 
the depreciation rate allowed by Dominion Income Tax 


regulations. Only a nominal amount is set aside for 


bee 


contingencies. The interest on capital has never exceeded 
2-1/2 per cent and the savings returns have never been 
more than 2 per cent on purchases. 

"yen when some sales are made to non-members, it 
should be emphasized that consumer cooperatives doa not 
want to make money out of non-member buyers. They encourage 
non-members to join the society and share in all its benefits. 
They make it easy for them to join and become full members 


on payment of small deposits towards their capital accounts. 
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They may build up the minimum requisite capital holdinues 
through their savings returns. Many do this and easily 
form a good habit which, if continued over a period of 
years, results often in appreciable accumulations of 
personal savings. 

"Moreover, non-members benefit considerably from the 
fact that consumer cooperation provide centres for community 
social and welfare activities, thus helping many people to 
live fuller and happier lives. It puts the Christian 
principle of the 'Brotherhood of Mant into action. Co- 
operative women's guilds raise considerable sums annually 
for charitable and patriotic causes. 

"nother way in which non-member buyers share the 
benefits of cooperation with members ig through the fact 
that by stressing quality and consumer values, consumer 
cooperation educates people to be more intelligent buyers 
and, furthermore, provides, as far as possible, those goods 
which contain these so-called hidden values. 

"Again, where consumer cooperatives are well developed, 
they act as checks on unfair practices directed against 
consumers (i. ¢. adulteration of goods, short-weighting, 
misrepresentations in grading and edvertisiog, 

This is all dealt with in the report of the Royal 
Commission on price spreads. Continuing: 

"The whole community benefits from such functions of the 
cooperatives. 

"An important social function of consumer cooperation 
is that it is designed to increase purchasing power where 
it is most needed, amongst the lower income groups of the 
population. This becomes more and more important as tlic 
movement increases in strength and in varicty of services 


supplied to its members. 
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"Consumer cooperatives through all their activitics 
teach people to be more responsible and inbelligent. 
democratic citizens. Through the democratic functioning 


a 


of their societies members learn not only their rights 


under democracy, but also their responsibilities. 

“Finally, consumer cooperation is concerned at all 
times with the welfare of employees. Good wages, bonus 
and working conditions are considered to be first charges 
upon a cooperative. Such benefits as sick pay, holidays 
with pay and retirement pensions are all provided as soon 
as the resources of the society will permit. Employees are 
encouraged to become members of the society which employs 
them and to express their needs at the directors! and 
Members’ mectings. They are encouraged to join trade unions 
of their own choosing and are impressed with the importance 
of their functions in rendering services to the communitye 
They are friends of the member-buyers and thus create a 
friendlier atmosphere in their society's places of business. 

"The foregoing should indicate that consumer cooperation 
is not just another way of doing business, but a way of life 
which teaches people to live fuller and happier lives and 
moreover, provides the institutional machinery whereby they 
may translate the highest principles of life into daily 
action. 

"Surely such a people's movement should be encouraged by 
governments in every possible way, for such encouragement 
would bring to the whole-nation, great economic, moral and 


social values." 


Document filed with briefs: 
Appendix "A" -- Statement covering 


Co-operative Service of Toronto Ltd. 
Record of Growth - 1935 ~- 1944, 
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Before calling the witness I should like to refer wv 
Commission to a paragraph of the general brief submitted 
yesterday, because it was omitted at that time. I refer 
to the paragraph on page fifteen of the submission by the 
Ontario Co-operative Union. It is a long paragraph in the 
middle of the page commencing, “A further difficulty arises 
in connection with the Excess Profits Tax Act." I wish to 
quote this paragraph before calling upon the witness. 

It reads: 

"A further difficulty arises in connection with the 
uxcess Profits Tax Act. In calculating profits for the 
purpose of exemption from this tax, the salaries paid to 
any employees who are shareholders must be added to the 
het profit of the business. It is the practice of co- 
Operatives to encourage their employees to become share- 
holders if the cooperative is organized on a share capital 
basis, or to become members if it is organized on a member- 
Saip basis, and as a result in valmost svery case al liveitc 
employees are shareholders or members. In non-codperative 
business this is not the case. If a shareholder is em- 
ployed by the company he usually owns a substantial number 
of the outstanding shares or has some substantial financial 
interest in the company. In such a case it is quite proper 


to add the salary of shareholders to the income of the 


companye in the case of a cooperative, however, all employee 


are usually shareholders or members. Usually each owns 
only one share of stock but no matter what his investment 
mey be, he has only one vote, and his shares, if any, sarn 
ho more than a very nominal rate of interest, the surplus 
of the cooperative being returned to its members on « 


patronage basis rather than a shareholding basis. Under 
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these circumstances, to add the shareholders! salaries 

to the profits of. a cooperative for the purpose of de-~ 
termining exemption from Excess Profits Tax means, :in 
practice, that no allowance is made whatever for the 
Salaries of any employees in determining such exemption, 

It is submitted this was never the intention of the Act 

and that the requirement should be abolished in the case of 
cooperatives." 

This brings the point before the Commission, and I 
think, when you hear the evidence of the next witness, 
you will see how it is worked out in one case where it 
was very detrimental. And now I should like to call 
Mr. Haapanen. 

C. M. HAAPANEN, 

General Manager, 

Consumers Co-operative 

Society Limited, 

having been duly sworn 

testified as follows: . 
BY MR. MITCHELL: 

Q- I understand you are General Manager of the 
Consumers Co-operative Society Limited which operates with 
Neat Gffice at Timmins? Ae YeS.« 

Q- How many stores does this society operate? 

A. Fives 

Q®» Where are they? Ae Timmins is the main store 
and we have a branch at Schumacher, a miie and a half from 
Timmins, and South Porcupine, about three and a haif miles 
from Timmins, and Dome Mines, about half a mile from 
south Porcupine, or perhaps three quarters of a mile. 

Q- How many employees have you? Ae Between thirty- 
five and fifty. At present it is about forty-six, the aebuar 
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vu 


Q- How many members have you? ae little over: 
eeu. 

Q- How long have you been General Manager? 

As Sines its inception in 1931, 

2. How long have you been connected with cooperatives 
Of One 2Ort or another? f.. Since I was sixteen years 
old, with the exception of five years when I went to school 
ee worked in a factory. 

Q- You have been connected with cooperatives since 
you were sixteen years of age with the exception of five 
years? Ae Yes. 

Qe Who is President? Bet Mr Riihaimen. 

Q. What is his connection with it? He He is 
Fresident of the Society and has been for the past ten 
yeard. 

Q- Tell us his background and his relation to co- 
operativese f.. He comes from Finland. He was a member 
of consumer cooperatives in Finland. 

Q- He had been a member of the consumer coopérative 
movement before coming to this country? A. Yes, 

Q- How long has he been President? ee | Nine or 


ten yearSe 


Q- And who was President before that? we Mr. A. Maken, 


Qe Had he any connection with the movement in the 
Old Country? Ae. Yes. He was also a member of a co- 
operative movement in the Old Country, 

Qe That is, in Finland? A. YOSo 

Qe What is the national makeup of the members -- 
largely Finns, or does it include other nationalities? 
A. We have a combination of all nationalities: Scotsmon, 


Chinese, Englishmen, Canadians, Finns, Ukranians. I dontt 


know if there are any others. 
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Q- Any West Indians?: A. There is a member on 
the Board who has lived practically all his life in the 
West Indies, though I think he was born in England. 

Q- So that your ae ae embraces all these 
nationalities? A. Very much so. 

Qe And they work harmoniously together? Ae YCSe 

Qe What is the national makeup of the Board? Are 
there a number of these nationalities represented on it? 
&. Douglas is Canadian; Smith was born in England, I 
believe; we have three Finnish members; we have an old 
Scotsman; and Mr. Fell, who has passed away, was also a 
members He was one of the Old Country cooperators. 

Q@- Referring to England*? A. Scotland. He was 
one of the original members. 

Q- In the Scottish Co-operative? A. No, in our 
movement in Timmins. 

a, You have a brie? which you'\wish to submit from 
the Consumers Co-operative Society Limited? A ES ahs 

Qe Are you authorized by your Company to present 
this brief to the Commission? Ae By the President and 
Secretary, VES" 

Ce Nik You read it? A. This is the brief of the 


Consumer Co-operative Society Limited: 


"The Consumers Co-operative Society Limited was 
organized in 1931 by a group of people located in and around 
Timmins in the Porcupine mining district of Ontario. 

At present it operates five stores, two in Timmins and one 
in each of South Porcupine, Schumacher ahd Dome Mines. The 
Stores handle a full line of groceries, flour, feed and coal. 
In 1938 the society's sales exceeded $700,000 but due to a 
fire which destroyed the main premises and also due to the 


shift in population resulting from the war, the sales have 
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dropped to about $550 ,000 annually. 

"The authorized capital of the Company is $100,000 
divided into 10,000 shares of $10 each. Originally only 
1,260 of this sum was subscribed and paid for and the 
remainder of the capital required for the purposes of 
the Society was obtained from members' loans. At the 
Present time the paid-up capital is $71,900, most of which 
has been accumulated by the members investing their pur- 
chase rebates in the capital stock of the Society. The by- 
laws provide, in Section 21 (b), that the issued and paid- 
up Shares of the Society shall carry interest at not more 
than 6 per cent per annum as may be Tixed by "the directors, 
for a few years, interest was paid at the rate of 3 per can. 
Pefvannum but ho interest has been paid now for many years. 

"A total sum of $13,300 has been spent by the Society 
on community work and recreation for members and patrons. of 
the Society. In addition to this a considerable sum has 
been donated to the Red Cross and various war services. 
some of the community enterprises organized and sponsored 
by the Society are the following: 

1. Christmas choir (over 70 children participating), 

See Boys {pand, 

Se Athletics and gymnastics for boys and girls. 

4. Social evenings for elderly people. 

Oe The organization of a credit union. 
Oe Provided funds for a cigarette fund to boys overseas. 

7. Employees war service groups. 

8. Provided a summer recreation field for use of patrons. 

"The Society during the thirteen years of its existence 
has paid property and business taxes totalling $11,650. 

"The total sales of the Society for thirteen years 


were $6,150,000. The net surplus for this period was $163,400, 
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of which $109,100 has been paid or allocated to members? 


a 


eqcounvs as patronage rebates, Of the latwer sum $51,000 


has been paid in cash as patronage rebates and the re- 
mainder allocated and payment deferred. in addition, 
members of the Society received $3,710 in cash as dividends 
on Shares during the period in which the Society was paying 
Ge cen ds on share capita! 

"Although the Society does business with non-members, 
no accurate record of such business is available. All 
the Society's records were destroyed in the fire of 19359 
referred to above, and since that date the only record is 
a record of sales upon which patronage rebates were paid. 
The Society does nov attempt to segregate its member and 
non-member business, and in paying patronage rebates pays 
them only upon vouchers which must be turned in to the 
Societye The total sales represented by these vouchers never 
equal the toval sales during the period, due to the Tact 
that some patrons do not bother to turn in their vouchers 
and also the fact that no dividends are paid on ‘feed sales’ 
whach are handled by the Society at a very low margin of 
profite As an example, in the year 1943, the total sales 
were $546,748.15. Vouchers turned in for dividends 


were as follo 


Members $182,467.34 
Non-members 23,461.45 


ees rem e 


p220 888. 81 


ppentnehing cee Somers 


a 


tp to and including the yeer 1940, the Society paid in- 
come tax 2 its net surplus after deducting only the 
patronage rebate paid or allocated to its patronse in 
calculating such net profits no deduction was made fot the 


amount set aside to the reserve fund, usually 20 per cent 
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of the year's surplus. nor for the amount written off es 
depreciation on buildings and equipment. which was usually 
more generous than that allowed by the Income Tax Dovartment. 
In the year 1940 the net surplus was $3.990.86 on which the 
ordinary income tax was $718.35. The Income Tax Department ., 
by adding to this sum the salaries paid to thirteen em- 
ployees who were shareholders of the Company and held al- 
together only sixty-one shares of stock, ruled that the 
Society was not exempt from the payment of Excess Profits 
Tax and assessed it for a further sum of $478.90, making a 
total tex of $1,197.25, After considerable correspondence, 
this tax was paid by the Company. In 1941 and subsequent 
years the whole surplus has been distributed as a patronage 
rebate and the Company has not been subject to either Income 
or Excess FProrits Tax." 
Peer ee ewe no. 
Di. Mins MITCHELL? 

Qe I want you to turn to the first page of the brief 

in which you outline the community benefits sponsored by the 


OreaniZzap2on, I should like you to amplify that for the 


benefit of the Commission. I understand you had a special 
man appointed as Educational Director? A. Ye@Se 


Q You might te’l us what his job was and what was 
accomplished for the benefit of the community. A. We had 
a full-time employee for about three years whose work was 
entirely this kind of community or educational activity, 

He gathered groups together, elderly people, and had short 
SOClal evenings as well as educational evenings. We had 
two children's choirs. We had one of the high school music 
teachers as a spare-time teacher and she was engaged toa 


. ~ 


take care of the musical education of the children, This 
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was for about two winters, and in both sessions we had 
around seventy members participating, young children 
from the age of five to possibly twelve or fifteen. We 
also had one of our employees direct the young people in 
gymnastics and athletics, summer and winter. We had a 
field where they went in the summer and there were social 
evenings, mostly whist parties and sometimes a special 
programme. We had outsiders come and give us music, 
Singing and so on. Among the employees we have a war 
services fund. We all contribute for two weeks a small 
sum end during the course of the war we have given out 
close to $500 to the Red Cross and other war services that 
have been organized, Also in the store the society has 
provided in the past three years $100 as a cigarette fund 
for members in the war services overseas. We have regularly 
sent cigarettes each month to these men. About two years 
ago we purchased a recreation field close to Timmins, the 
Same place we have been renting for the past five yearse 
It is the intention to make this more useful for the 
employees and members. 

Q- All this has been done at the expense of the society? 
A. Yess | 

Or Thiserecreation field is not operated to make a 
profit? tiger a N'O.. 

Q- Referring to the business, you pay a patronage re- 
fund to non-members? Bieri LOSin 

Qe At what rate relatively to the rate vaid to members? 
A. We have paid half of what the member gets, 

Q- its that paid to non-members or only allowed to 
stand to the member's credit until he has bought his shere? 
A. When the non-members come and open vs an account it is 


explained to them that their patronage dividend will ZO 
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fo theit share account and es soon as it amounts to $10, 
they may become members if they wish. 

2- But they do not automatically become members. You 
do not make a man a member against his will? A. Absolutely 
note 

Qe All these stores are located in the mining district? 
A. Ye@Se 

Q.- “And I take it that most of these people are miners. 
Referring to income, you deduct patronage rebates from 
Gross income to determine profit? A. Yess 

Qe Can you amplify what you have said on the second 
page of the brief concerning the circumstances under which 
you wore assessed for excess profits tax? ie ST OG te out) 
the year 1940. Our taxable income was *3,990.86 and the 
Income Tax Inspector was given the ordinary tax that the 
auditors figured out, and later on we had another assess-= 
ment for excess profits tax. Not knowing what excess 
profits mean -- $3,990 on $550,000 of business dia not 
seem much -=- I wrote to the Income Tax Department asking 
for an explanation as to why we were taxed for excess 
profits tax, The explanation he gave was that the amount -- 

MR. PARKER: Was it by letter? 

THE WITNESS: Y es. 

MR. MITCHELL: This letter does not refer to that point. 

MR. PARKER: I would rather not have the witness put 
on the record an explanation made by the Income Tax 
Department unless he puts the letter in, 

BY MR. MITCHELL: 

Qe Is the letter among the file of correspondence 

dealing with excess profits? A. All that file pertains 
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Ye In any event, you were assessed and we have here 
the original assessment notice sent to you by the Department? 
Ae Y@Se 

Q. We might file that as an exhibit, then. You have 
filed with the Registrar a document which I take it is an 
assessment notice received by you from the Income Tax 
Department for the year 1940 for $400 odd excess profits 
tax over and above income and excess profits tax which you 
had paid? A. Theat is the assessment notice I received. 

BY MR. ARNASCN: 

de Why were you assessed for income tax -- because 
the amount of business you did with non-members exceeded 20 
per cent of the business you did with members? As “Phas 
question has never been raised, what amount of non-member 
business we had. 

Qe You were just taxed? A. We were taxed for our 
reserves and any extra depreciation which we set asids, on 


which we 


<t 


vere taxed, and that amounted for 1940 to $3,990. 
BY MR. MITCHELL: 

@. Yow have not, sither here or in your correspondence 
with the Income Tax Department, the letter telling you why 
you were assessed? You have the notice? Av Dave copies 
Of the letter in that file regarding taxation. 

Qe I will hand you these letters. They are all from 
the Co-operative Union of Canada relating to certain! corres 
pondence they had with the Income Tax Department? 

A. We had some correspondence with Mr. Keen. 

Qe Refer to your own documents. Mr. Francis tells me 
you had a letter the other day among those contained in that 
file of correspondence. It would be pertinent, if you have 
ite 


THE CHAIRMAN: At all events, you never appealed from 
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the decision to assess you? 
THE WITNESS: No sir, we have not. 
BY MR. MITCHELL: 

Qe Did you have correspondence with the Inspector 
complaining of the assessment? A. . Yes, we did. Most of 
the correspondence wes sent to Mr. Keen to take up with the 
Income Tax Inspector. I have not the original copies. They 
are in Mr. Keen's possession, but finally the assessment 
notice which I have just handed you there came and we de- 
Gageonta, pay rite orf. 

Qe Rather than risk costs? A. We had already paid 
#25 penalties and interest on that $400. 

Qe In any event, you did have the Co-operative Union 
take the matter up on your behalf with the Income Tax 
tis eSecOre a. Your district? Aw Ye@S. 

Qe Are you in the Ottawa district? A. Yos. 

Q- You took it up at Ottawa and were ultimately 
notified that they would not revoke the assessment and that 
you would have to pay it, and you did receive the final 
hotice, and after some objections to paying it you paid it? 

MR. PARKER: My learned friend has made a speech of 
considerable length in which he has referred to the contents 
Of cepve lm documents ..| -That cannot-be helpful to the Commission- 
HOU shee I edoubt his summary of it, buwhitvis ‘not helpful. 

THE CHALTFMAN: The assessment was made, the tax was 
paid, and that is the end of it. Correspondence may have 
been exchanged, but the matter is settled by the fact of 
the assessment and payment. 

BY MR. MITCHELL: 
Q- Did you have any written ruling from the Income Tax 


Department with reference to the deducting of patronage 


dividends as operating dividends? A. We had a letter from 
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the Department regarding the assessment of 1942, and this 
Peurerm, 1 think you have a copy of that letter on the 
file also. 

THE CHATRMAN: Produce the letter. Don't let the 
WLeness talk about it. 

Mis MITCHELL: I produce acopy or the Letter. 

MR. PARKER: A copy of the letter is no better than 
a verbal statement. 

MR. MITCHELL: Have you the original? 

THE WITNESS: No. I sent it to Mr. Keen, and he is 
hee 

THE CHAIRMAN: Obviously, we are not bound by rules of 
evidence, but there are some limits, 

MR.e MITCHELL: Who made the copy? Can you swear as to 
whether it is a true copy? 

THE WITNESS: I do Swear. 

MR. MITCHELL: Did you make it? 


THE WETNESS: Our Secretary -in the) office, a girl in the 


MRe MITCHELL: And you say it is a true copy? 

THE WITNESS: I can swear it is. 

MR. MITCHELL: Read the paragraph that is marked. 

THE WITNESS: This pertains to the 1942 income tax 
returns: "In view of the appeal of certain cooperatives 
now before the courts it has been decided to defer assess- 
ment of your return until further information can be obtained. 
This is only an opinion and is not to be regarded as final, 
but there is a distinct possibility -~- * 

MRe PARKER: That makes it that much worse, 

THE WITNESS: “" -- that your cooperative will be taxable 
on its total net profits including patronage dividends or 


customer rebates. However, this will have to await the 
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decision of the courts. In the meantime, will you please 
send me that information requested as soon as possible?" 
BY MR. MITCHELL: 

Je Did you receive any further letter telling you 
you were assessed or not assessed? A. We have not. 

Xe That was the end of the correspondence on that 
matter? A. YO@Se 

Oe hee Lert 26 uncertain ineyour tia? 

MR. PARKER: I am glad my learned friend is a mind 
reader. 

MR. MITCHELL: The letter speaks for itself. I do 
not like to burden the Commission with repetition, but I do 
Swprasizo the point raised by this Letter, not because i 
gives a ruling one way or the other -- 

THE CHATRMAN: As far as I am concerned personally, 
the evidence in the letter is non-existent. I will pay no 
attention to it. My colleagues may have a different view 
DUpeewcennoy accept as evidence what has peen stated. 

MR. MITCHELL: The letter was written to the witness 


and we have produced a copy. 


THE CHATRMAN: Would you be satisfied with that evidence 


Wieseoury or law? 

MR. MITCHELL: If the witness swore that it was a true 
CODY « 

THE CHATRMAN: Such evidence would have been excluded 
tens before this. It is not legal evidence. 

MR. MITCHELL: I submit that it is. 

THE CHAIRMAN: Very well. 

BY MR. PARKER: 

GO, Did you prepare the eoneral priet. oF Mad you 

anything to do with it -- the brief that has been referred 


Ae The general brief? 
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ye wan referring to pase Pifteen of the general Oriel . 
i. Io was one of the committce members on that. I eave 
some information, perhaps. 

Qe You are familiar with that paragraph? A. About 
taxation? 

Ye Dealing with excess profits. A. I think so, 

Ve Are the facts correctly stated there? Are you 
prepared to swear to those facts? ize I haven't got the 
general Diver Derore Mel. 

Qe L will show you the one I mean. Read that paragraph. 
Read it to yourself first. Are you Suggesting that the 
Salaries of employees were subject to taxation? 
4H. The salaries of employees were added on to the total 
surplus to arrive at the amount. We were taxed on that 
$3,900. 

Q. There was no suggestion that your employees! salaries 
were taxed? 4. Employees! salaries, perhaps note 

Qe And your business still got the minimum exemption 
of $5,000? A. There is no exemption of $5,000. 

Q» The minimum standard profit of $5,000. You are 
allowed to keep that. Come back to the main brief you read 
this morning. Firat as to the automatic membership. You 
are doing a large amount of business with non-members? 
ie YCSe 

Q- And you do not keep records to find out how much 
you do with members and non-members? Ae NO, 


Qe Then how do you determine whethe: the 20 per cent 


clause applies? A. That question has never arisen with 


Q- What do you mean by that? You pay taxes anywaye 


A. We have paid taxes. 
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Q You dontt claim exemption? fA. No. We never 
claimed exemption on reserves or extra depreciation. 

Q- On what have you been paying income tax? 
ie We are paying income tax on anything we dontt distribute 
to customers. | 

Ye «after you arrive at the difference between your 
revenues anc cost, the surplus is about how much? What was 
it last year? A. For 1944 I haven't got the figures. 

Qe Take 19435, then. A. There was $8,900. 

je What did you do with that $8,900? A. We 
distributed it, 

Q- I don't want the exact figure. aa Ln D045, es 
I recall, we distributed the total amount. 

Qe To whom? Ae To our customers. 

Ye Customers or members? A. To our. patrons; that 
includes members and non-members 

Q «All on the same basis? ive No. Non-members get 
half of what the members get. 

Oe) 1 understand that the members do not always turn 
in their checks? A. Yes. 

a How did you determine the amount paid to the member 
who did not turn in his check? A. Those members, or non- 
members —- 

QV I am talking about members. A. Those who don't 
turn in their coupons we don't pay any dividends to. 

Qe They do not get anything? Aes NO’ 

Qe So that they do not sharé in this? Ae NOs 
Qe And as to those who do keep their checks and turn 
them in, how do you arrive at the percentage you give them? 


4. It has generally been a percentage left over as savings. 


Supposing it is 2 per cent over all, the members have been 
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paid that 2 per cent, distributed on the basis of what they 
bYoOught in, 

Qe And the non-members get half of that? fog NES s 

de «and those members who are not careful enough to 
bring in their checks do not get any? Me SEOBG Teint ¢ 

Q%« So that is scarcely a distribution in Droporbaon to 
the amount of business done by each? fe Pardon me? 

ankle SAV i Ci Ss .not distributing the funds among all 
the members on the basis of the business they do with the 
corporation? &. Not entirely. We do distribute Savings. 
In general we have been distributing savings in proportion 
to what business they do with the Society. 

ye But there is a large number of them who do not 
participate at all? he Yes, 

Ye Why do you not keep a record? A. It would be a 
Very Gostly affair. 

Ye Is that the reason why it is not done? Ae That 
ae the main reason. 

Qe How do you arrive at the $8,000? What do you deduct 
by way of cost? A. Our operating expenses. 

Qe And educational fund? A. Yes. 

Ye And some reserve? A. Yes. 

Qe Out of gross profits what percentage do you deduct 
for reserves? f.. We don't deduct reserves out of gross 
profits. 

% You deduct some out of the $8,000? AG Leann 
answer thate 

Qe The figures are not important. Suppose you had a 
gross earning of $20,000; you set aside a certain portion of 
that for reserves first, A. Generally, yes. 

Qe About how much in 1943? A. In 1943 we did not set 


aside anye 


Ree: 


a> ae 


Jai a git ah ies aii uaners aeee MF 
PE er Sah ee rs ees a tft 
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i as ee oe : Ae ee ee ark, Cae pO ne a a id Ce 


B-213 -2045-— Mr. Haapanen 


Qe Ordinarily you do? As Previous to 1940. 

Qe On what basis do you set aside these reserves --~ 
10 per cent, o per cent or what? A. 20 per cent. 

Q%« 80 per cent of gross earnings you set aside as 
reserve? A. Yes, 

Qe And 5 per cent for educational fund? Fes ee 

Ye And the accumulation of these 20 per cents would 
represent how much money in the hands of the cooperatives? 
A. $17,000. 

Seu 2 mean your total elt through the years, accumulated 
through the years? A. $17,000. 

Qe It is on that basis that you work out the amount 
you pay back to your members and shareholders after deducting 
these two reserves, educational and general reserve? 

A. What we distributed back? 

Q¢ after you deduct from gross profits your general 
reserves and educational reserve, then you distribute what 
you have left back to your members on the basis you state? 
Perna we. richt. 

Qe And it is out of that educational fund that you 
pay for all this community work that you were telling us 
about, or do you take further funds out of the exchequer to 
bay Cor it? 4. Our educational director was on our full- 
time employee list. 

Q% All this educational work has been charged into 
general operating expenses? Wer ODL Of SG. 

Qe A Share of it? A. Sometimes we over-ran the 
amount of 5 per cent allowed. 

Qe And then you take general funds to make up the 
difference? Pee ae 


Qe Do you consider that a proper operating expense? 
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A. Not directly as operating expense, but it has been 
approved by the members, 

Qe But it is just like paying your bookkeeper or 
your telephone bill; it all comes under general expense, 
this money that you have been spending on community enter- 
Wrieest, ke, Yess | 

Q- When the non-member starts buying how does he 
become a member? i. The non-member generally opens up 
an account and we try to explain thoroughly the operations 
of the Society. We explain that there is a certain saving 
left over and the non-member will be entitled to half of 
what the member gets. 

Q In other words, you canvass him to be a member. 

‘se YOS, in a way we do, 

Qe and of necessity you keep a little of his over- 
charge until these overcharges amount to $1O? A. Ten 
dollars is the share. 


— 


Qe And having arrived at that amount which stands to 


Hiceered7., what do you give him? i.e We issue a share. 

Qe Whether he asks you or not? A. It has been 
explained to him. 

en pe wh S Ab ee to him whether he asks you or not? 
A. We generally don't ask him. 

wma OU just ISsue 1% and isend. Ab to nim? Ae YOSe 

Q» And unless he fires it back at you he becomes 
a member? Ae Y@Se 

Y« «and very few of them refuse to accept the 
certificate? Ae No. 

Ye Do you know of any such cases? A. There was one 
during my time. 


Qe On page two of the brief you say that the coooverative 
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service of Toronto has always followed the depreciation 
rate allowed by the income tax regulations. Do you know 
what that is? A. On different things it is more. On 
a building of this type we get 2-1/2 per cent. 

Q.- One question with regard to something that appears 
at the bottom of page one of the brief. You are quoting 
from the price spreads report on the bottom of page onee 
A. That is the general brief you are referring to? 

Q. The one that Mr. Mitchell read. Have you got it? 
Ae YCSe 

Q. You assisted in the preparation of it? A. I am 
a party to it. 

Qe. Have you any knowledge of it so that you can verify 
the facts stated? Poe NO 

THE CHAIRMAN: Are you talking about the same document? 

MR. PARKER: I am referring to the brief that Mr. 
Mitchell read. 

THE WITNESS: The other one I read is here. The Urban 
Consumers Co-operative Society is the one that Mr. Mitchell 
read. 

BY MR. PARKER: 

%. Will you look at page one of the brief submitted on 
behalf of the Urban Consumer Co-operatives in the province 
of Ontario. I quote the following from the bottom of page 
one: "Furthermore, the report says later on that, ‘While 
the cooperative movement in its operations asks no special 
privileges, it has a right to demand fair and equitable 
treatment from government and private enterprises'." I 
take it that is quoted with your approval. That is the 
position the cooperatives are in; you do not want any 


special privileges? A. No. 
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ja DO You not consider it a special privilege that 
you are exempted from taxation in the way you are? Is 

not that a special privilege? A. No. We feel that we 
should not be taxed on purchase rebates. 

Ye Why? A. Because it is a direct saving by the 
customers in their purchases, very much as in the case of 
A discount received from an ordinary company. 

9. That is what you mean by not asking for special 
favours? A. YOS~ 

Q% And I take it you assume that you have been unfairly 
treated by being compelled to pay these taxes on excess 
profits which you have paid? 4. No. On the amounts we 
have paid which I have explained, that is unfair; but on 
the amounts we have paid previously, l don't think that is 
unfaire 

JY If you are not making any profit I do not see why 
you should be paying any tax willingly. PAN Mane hej 6e ie 
follow your guestion, sire 
eee raenGs: wild noc. press fis 

BY MR. anNaASON: 

Qe Do you have any transient trade? hier Nes. culo 
a lot, especially in the Timmins store. 

Q.« Could you estimate what percentage that would be of 
the total over-all business? A. It varies a great deal. 
In the first years our transient trade was quite high, 

We had 52 members who organized the Society and the sales 
the first month were over $7,000. Fifty-two members could 
not use that amount of merchandise. 

Q%e Is the fact that you do not keep detailed records of 
all transactions of both members and non-members with the 
Society explained in part by the amount of transient trade 


you have? A. Partly, yes, S8i7. 
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Qe DO you think it would be costly to instal a book- 
keeping system which would enable you to keep records of 
your resident customers? A. We have thought of that 
pia PLeUred ik) Js. too costly tordoo ite 

THE CHATRMAN: You are satisfied that the trade will 
run over <0 per cent of the total? 

THe WITNESS::.I.think so. 

THE CHATRMAN: And that is why you do not keep any 
more accurate record of your business? 

THE WITNESS: Not necessarily. 

BY MR, BLLIOTT: 

Qe On page two of your brief you say that in 1941 and 
in subsequent years the whole surplus has been distributed. 
By “distributed" do you mean actually paid out, or partly 
paid out and partly apportioned? A. Since 1940 we have 
allocated any member who had ten shares or more into the 
revolving fund. 

Qe SO that "distributed" means allocated? A. That 
ve ren ts 

Qe With regard to the loans that you mention on page 
one of your brief you say that a portion of the capital 
required for the purposes of the Society was obtained from 
memberst loans. aE does the Society obtain these loans? 

A. When we started it was a matter of $1,260. As I recall, 
one loan was made only on a note signed to another member for 
@ considerable amount, and there are several others who gave 
$100 and $50 to increase that. 

Qe And those were voluntary loans from members? There 
was nothing requiring each member to subscribe? A. It was 
entirely voluntary. 


Qe These loans were retired after a time, or have you 
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stiil loans? Ae We have still loans. From memory, 
we have around $35,000. 

Qe Do you pay interest on the loans? Ae YO@Se 

Q- At what rate? A. Six per cent, We pay 3 per 
cent and 6 per cent; we have two different rates. Those 
that are on short term, callable loans, and larger than 
$500. The rate is generally 3 per cent. 

Qe And with respect to the 3 per cent loans, the 
members may withdraw by giving you short notice? 

Be vus. by asking for it. 

Qe And the other loans? A. They are generally on 
longer terms; hinety-day notice is asked for as the minimum. 
We ask for a longer time if possible. 

4 All these loans are from members only? Ae. “Yes 

Qe Is it your experience that you can finance to a 
considerable extent on such loans? i Yos, We bul 
a modern building in Timmins after the fire. We had close 
to $50,000 in loans from members. 

Ve Do these loans fluctuate much from month to month 
and year to year? Ae. Very littise. 

BY MR. VAUGHAN: 

Qe- On page one of the brief you emphasize certain 
community enterprises sponsored by the Society. Among 
those enterprises I see that you provide funds for 
cigarettes for the boys overseas. Are similar funds provid- 
ed by any other organizations in your town? A. There 
are such funds. The Canadian Legion have a regular fund. 

QVe So that you are not the ohly society that does that? 
Ah. Oly as far as operating a erocery retail store is 
concerned. I think we are. 


Oe Are you sure of that? A. I can't testify to that 
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as a fact. 
9 We can assume that other companies are doing the 


v 


same, and the employees of other 


companies? ke YSBx 


There is nothing unusual about that? You say you 


Ve 
have employees and other war service groupse 
There are. 


Are there 


not other groups of the same kind? As 
You say you have provided recreation for your 


je 
Ls tne 


patrons. You have a summer recreation field. 


recreation provided by other organizations up there’? 


Not in Timmins that I know of. 
Do not any of the mines provide re- 


THE CHATRMAN: 


creation grounds? 

THE WITNESS: They have a field day at McIntyre, very 

good grounds. They generally have a field day once @ year. 
BY MR. VAUGHAN: 

Qe And isn't the field available throughout the year 

whenever the weather is favouraole? A. For employees, 


yes. 
Isntt that the same thing? A, 1 ‘em Bou “eareuine 


Q . 


that point. 
Oa Ou. Say, YOU provide 4 the 


use of patrons? hee 2Yess Lor Marron. 
abs ? 


Do they not allow their field to be used by their 


summer recreation field fox 


Ve 
employees and probably anybody else who wishes to use it? 
IT cannot see how the McIntyre mine cen be shown to be 


A e 
the same as a consumer's cooperative. 


Perhaps they allow anybody to use the field? 


Qe 
A. Generally the whole town of Timmins pretty well uses it. 
% Isntt that going further than you say you do? You 
Ae YOR. 


say you provide a field for your patrons? 
Are there 


There is nothing to that point, is there? 


Qe 
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any other choirs of the kind you speak of? A. Not that 
I know of; I do not know of any in that district. 

Q «are there any social evenings held for elderly 
people, Other than yours? A. I think there are different 
societies who hold social evenings, possibly every evening. 

Q- The point is that while you are doing these things 
you are actually admitting that you are not the only ones 
who do them. You mention also that these things are done 
at the expense of the Society? Ae YOCSao 

Qe Do you mean that it is done out of surplus that 
is not taxed? Ae This amount is not laxed, nO» 

QQ, Lt is all done out of surplus that is not taxed? 
ep ai asiees 

Qe On page one of the brief submitted by the Urban 
Consumer Co-operatives this statement is quoted from the 
Peieonepresas report: "Lt 22 our copinton goat vrei: 
development of consumers! cooperatives in Canada would be of 
general benefit." Is there anything in the price spreads 
report to indicate that such further development should be 
without taxation? Is there any reference at all to taxation? 
ae tI have not read the price spreads report. I ama 
party to the brief in which that statement is quoted; I am 
a party to some parts of it but not to that particular par7, 

Qe There are many others who are in favour of the co- 
operative movement; in fact, there are very Tew 1 kuow 
who are opposed to it; but there is one point that is 
frequently made -- I am not speaking for myself -- and that 
is that there are certain groups who are opposed to coe 
operatives without taxation. That is a point that arises. 
You also say in the same brief in which that quotation 
appears -- in fact, it forms a part of the statement that is 


quoted from the price spreads report: “The informed consumer 
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is in himself the most valuable check on excessive prices 
and poor quality." Is the consumer in a cooperative any 
better informed than the consumer who purchases from a 
non-cooperative store? Take your own Sota for example, 
4. To this extent, for instance, that a great deal of 
education is being carried out this year by different co» 
Operative societies. 


Q%-« Do you not think that every housewife knows prices 


and the quality of different goods? She is a good shopper 


and she knows what she is doing. i. Not every housewife, 

Qe Perhaps not all, but most of them. As J would 
not say what percentage, 

Qe But does that apply any more to shopping in co- 
operatives than to shopping in a regular store? Ae! ASUBO 
the housewife buying, no; I don't think so. 

Ye Then both are the same? A. Not necessarilye A 
private company is selling goods, I imagine, or at least 
Jam ted to believe, for profit. They want to s611 what 
they have. 

Qe And do you not want to sell at the same price? 

Ae My instructions from our members originally when we 
started was to buy the best and try to get it as cheap 
as we could. 

Qe Your competitors in your town would say that too, 
would they not -- that they buy to the best advantage and 
try to do the best they can for their customers? You say 
that a private store operates for profit? As DT phinkves, 

Ye How do your prices compare with the private store 
in your own town? A. We have made comparisons. When 
Hatons were operating there we made tests and ours were verv 
favourable. 


Qe You sell at the same price, generally speaking? 
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Q. You have a margin between your cost and selling 
price the same as any other store -- the same margin 
possibly? A. Very likely we have. 


Q. Then why do you say that one operates at a 
profit any more than the other? A. Woy do I say that 
one operates for a profit? I don't think they operate for 
their health. They have to get something for their money 
when they invest it. 

Q. Does not that apply to the cooperative? Do they do 
ie Or une © health’? A. But the members own it. 

Q. They do not get their savings back? Aa -Eiey 
get savings back on their purchases, not on investment. 

Q. I do not intend to develop that point. Theat is 
not the point I started out with. The point I started with 
was whether the consumer is in one case better informed than 
the consumer in the other. You refer here to regulate 
prices. Prices are pretty well regulated at the present time, 
The cooperatives have no influeice on prices? Ae While 
we give a maximum price that does not deny us selling for 
less than the maximum. 

Q. You say you sell at the same price as the other 
people? A. Pretty well, the market price; but there are 
thousands of things we have and we cannot check thoroughly. 

Q. The point is that you really follow the prices in 
the town’? A. We never go to a store to see what prices 
they sell ate We try to get informed so as to be on the safe 
side and return the remainder. 

Y. You have enough information to know that you are 
selling at approximately the same prices? Reo La tie 
general run we do, pretty well. 

Q. Would you not say that the other stores are 


regulating your prices? A. No, I would not say that 
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Q- You have information as to what the other stores 
are selling at? A. No, Generally we don't make any 
effort to find out what prices of other stores are. 

Q- But you say that in a general way you collect 
information. A. We have made tests once in a while. 

Q- You make sure then that your prices are no higher? 
ae We have 1,200 members and 1,200 members do not all 
think the same. There is always some grouch who says that 
everything is not exactly right. I am not quite sure of 
all these things and we have to make some test to see if 
on certain items we are too high. That applies to any other 
business. 

Q- You make tests to see if your prices are all right 
compared 7tO other prices in town... Is that it? Ae To see 
if our price is all right in comparison with the other 
stores? That has never entered our minds, to set our 
prices on the basis of what the other stores are doing. We 
try to be as low as possible and I personally check adver- 
tising once in a while. Every week, as a matter of fact, 
several stores advertise. 

2. But you must make a test for the purpose of seeing 
that your prices are in proper relation to others? 

A. We want to know what the market conditions are in all 
these things and whether we are being overcharged by the 
wholesales or suppliers. 

Q- But you actually make tests to see if your prices 
are right compared to others? Ae YOS, 

Q. Would you say that you were regulating the price of 
Other stores or other stores were regulating your prices? 
Ae I would not say other stores are regulating our priccos 


to any great extent. The market conditions regulate, and 
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our expenses regulate our prices, 

Q. Is that true? Do you fix your prices according 
to your expenses? A. According to our operating expense. 
We have to cover that, yes. 

Q. But suppose your expenses are extremely low; ene) 
vou Tix your selling price ‘accordingly: A. We have never 
had it extremely low. 

Q. Your expenses are lower than in the ordinary stores 
It was claimed in briefs before that the expenses of co- 
operatives were lower. Does that apply in your store’ 
aoe. Go Mot Claim that 1n my" papers 

Oo. No, but" it has been claimed. Re oy eve cKO 
PiSUyes OL OLher stores’; 

Q. You know whether your expenses are lower than those 
Of any other stores? A, Now it Pimms: 
o. Do you think they are higher A. Expenses? 
ae Less A. I don't know that either. I don't get 
their | cua Regent statements or their operating statements. 


Qa. You say you fix your prices according to expenses 


Ww 


and your expenses are approximately the same? A. From 


year to year? 


Js YOSe A. Very much so. 

Q. You said you regulate your prices according to 
expensese If the expenses are the same then your .sselling 
orice would be the same? A. In keeping with the markets. 
We increase or decrease with the markets. 

9. What would you say with regard to any statement to 
the effect that cooperatives regulate the prices of other 
stores? A. Perhaps I can answer the question in phis 


way. We get a monthly report from the Department Of. LApone 


of the Dominion Government, I check prices, average prices, 
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which are given there and I do find, in meats especicliy. 
not so much in the last two or three years but prior to 
that, that in Timmins we are generally lower than in 
Toronto where we get lots of meat, Jower than in Sudbury, 
lower than in North Bay and lower than in some of the 
districts where the beef is grown. We have three co- 
operatives in Timmins; North Bay hcs none, Sudbury has 
none, and for the size of the city of Toronto, with over 
a million of population, it hag only two small cooperatives. 
I think we have some influence over these prices. That 
is what makes me think we have. 

Ges Of course, that is just our opinion? Pada abe kry gh A 
my Opinion only. 

Q» You say: “Again, where consumer cooperatives are 
well developed, they act as checks on unfair practices 
directed against consumers (that is, adulteration of goods, 
Short weighing, misrepresentations in grading and advertis= 
ing)." Is there not some city or government department that 
checks short weighing? Are there not Government inspectors 
doing that all the time? A. Yes; there is such a 
department in a city. It ig under the Dominion Government, 

Q- Well, they make regular inspections, do they not? 
tie YeSe 

Q. .And there is a law providing a penalty for violation? 
A4e I believe so. 

Qe Why then do you say that you are the ones that put 
a stop to these: practices? A. As I recall reading the 
hewspapers when the price spreads investigation was on, 
it appeared that many of the big chain stores were doing 
that and making a thorough job of it. We are prohibited 


by our members from doing that. 
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Qe Does that say that you checked that practice? 

That is what you say in your brief. Vinyl RAS a 
general way we have. 

Q. It would be hard to substantiate that where 
there are Government inspectors appointed? Ae These 
inspectors come only once a year. 

Q. But there is a legal penalty and the customers 
themselves do a certain amount of checking. You also speak 
of employee-privileges granted by your cooperative. Are 
there more privileges granted? Are your wages any better? 
Ae What report are you referring to? 

Ge ) YOu Will’ fing: it cuethestive us brits he ok CAG 
answer that on our part. We were the first to sponsor 
shorter hours in Timmins. The stores used to stay open. 

I remember the chain stores. The employees we hired 

from the chain stores told me that they used to work up to 
one and two otclock in the night, or rather on Sunday 
morning, after Saturday's rush of business. Our Society has 
never kept its stores open longer than nine o'clock and 

Wwe shortened the hours, sooethat now 1t is six o'clock —= 
from seven o'clock to six. It is five-thirty every day 
except on Saturday, six otclock. 

Q. And other stores do the same? A, They havs 
changed, but it is only a year now since they changed to 
this practice. The fact is that we took the lead, 

We did that for three years before the other stores did it. 

Q. Did you ever hear of cooperative stores following 
non-cooperatives in the way of hours? A. Perhaps they 
havee 

9. Does it not work both ways then? You stress: your 


good wagese Are your wages any better than the wages paid in 
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other stores? Ay Y 686 (i em void by some employses 
we have hired from other stores that their starting wage 
with us was higher than they received from the other store 
where they had worked for several years. 

Q. That is the extent of your knowledge -- what your 
employees have told you? A. Yes 

Q- Do other stores give sick benefits, sick pay and 
Summer holidays? A. Not to my knowledge. with the 
exception of one other cooperative store in Timmins. 

Q» Not to your Knowledge, you say; do you actually 
know? A. I don't know, 

Qe You point all this out as privileges granted by 
your store and you do not know about Other stores? 
Ae I can definitely say that there is a good margin of 
private stores in Timmins that do not give holidays to 
employees with the exception of that one week's holiday they 
have today, which they must give by the Ontario Statutes, 

Qe And you give holidays in all your stores? 
A, Right from the start in 1931 --- one week for the Tirsy 
year, ten days for the second, and two weeks, which is our 
limit. 

Q- Some others do the same as you do? A. Yes. 
There is one cooperative store that does that. 

Q- But outside the cooperatives? A. There may be. 

Qe But you do not know? A. Not definitely. 

BY MR. NADEAU: 

Q- 1 understand that you have ceased paying interest on 
Share capital? A. Yes. 

Q» When did that take place? A. In the later years; 
I believe it was 1940. 


@- Can you give the reasons ‘why your shareholders 
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waived their right to interest on their shares? 

As. there 16 no specific reason. It was brought up ata 
shareholders' meeting. The Society had to pay, on 30 
cents interest they were receiving, income tax of | 
practically 40 per cent, and then there were only small 
amounts, 30 cents and 60 cents to each member. One c™ the 
inspectors of income tax, referring to us at one time, 
said that we were not a proper cooperative, that we paid 
nuerest O18 Our Shares, sO we Drougny that up at the 
meeting and they voted not to pay so that we would become 
a thorough cooperativee 

}. You have a by-law to that effect? foe ke ORE 
swear there 1S. 

9. You have a by-law that states that your Society 
has to pay interest on its shares? Ae Yess 

9. Do you contemplate redeeming your shares pM eM aN ale 
futur e? A. As. regards those members who leave the 
community, we have helped them in transferring shares to 
others. We are not permitted by the Companies Statute to 
take those sharese 

9. Is there any limitation on the number of shares a 
member may hold? A. In the by-law? No; but we have 
as a practice an understanding that ten shares are enough. 
Previous to that it was fifty. 

Q. So that there is no member who owns lore than ten 
shares? A. ~ Previous to the last three years we had 
fifty shares as a limit. There are few that have fifty. 

BY MR. ARNASON: 

Q. I notice in your brief you state that during the 
period in which your Society has been operating; $209, 3.00 
has been paid or allocated to members' accounts as patronage 


rebates, and of this amount $51,000 has been paid in cash? 
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A. That is right. 

Qe Do you think that the distribution of these 
patronage dividends, either in cash or on an allocated 
basis, has had an influence on the general price level 
of the commodities which your Society distributes in 
Timmins? . Put it another way. Has the general knowledge 
that your Society distributes patronage dividends ex- 
ercised some influence on prices charged for goods by 
your competitors? I know it is a difficult question to 
ANSWeL « Ae To answer that I would say this. 1 feel 
that the amount they get at the end of the year would not 
influence all the prices of a private store a great deal. 
L-aon't think 90.. 

Qe Would it to some extent? Ae _YOSy Deraaps: (Voy 
degree. 

Q- Can you make any comparison between the price 
levels that prevailed at Timmins after your Society was 
organized and those that prevailed before its organization? 
A. It would be only hearsay. It was in 1927 that 1 went 
to Timmins so I would not venture to say anything in that 
regard. 

Q. Your members are satisfied that the Society charges 
current prices in the expectation of pas able to reap 
the benefits in the way of rebates? Fiah rd, UE Fie ee 

BY MR. MITCHELL: 

Q. With your permission, Mr. Chairman, I should like to 
put one guestion that has been left a little in the air as 
a result of the examination by Mr. Parker. It has to do 
with the reserves that were set aside by the Society. 

You state that the general reserve of 20 per cent of earns” 
and an educational reserve of 5 per cent are set aside. I 


do not think it was quite clear whether the 20 per cent and 
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the oS per cent were calculated on gross earnings or net 
earningse Will you tell us which is correct? Pot AES 
20 per cent is calculated on the net savings. 

Qe You take your gross and deduct ordinary business 
expenses, Salaries, rent and so on, and what is left is net? 
Ker YOSs 

Qe And it is on that sum that the 20 per cent and the 
Oo per cent are calculated? Ae» Yess 

MR. PARKER: So that the record will be clear, I may 
say that later our Accountant will make an analysis of the 
excess profits question which was raised in the brief. It 
is not worthwhile placing evidence on the record at the 
moment. A copy of any statement filed will he sent you. 

MR. MITCHELL: That concludes this brief. 

MR. P..RKER: The next brief will be presented by 
Mr. Vineent Price, K. C., on behalf of the Canadian Seed 
Trade Association. 

MR. VINCENT PRICE: Mr. Chairman and members of the 
Commission, I am presenting this submission on behalf of 
the Canadian Seed Trade association and I have with me 
Mr. R. Oe Steele, President of the Association, who wiil 
be glad, if the Commission wishes, to give any further 
information which may be relevant, arising out of the brief. 

Perhaps before reading the brief I might make one or 
two short observations. The Canadian Seed Trade Association 
consists of fifty-seven members scabtere? across Canada 
representing all the major firms in the business of 
collecting and distributing seeds. The Board of Directors 
has approved of this brief and I am advised that it has heen 
submitted to a general meeting of the Association and has 


met with the approval of the Association as a whole. I migh% 
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add thiss I understand that there are three cooperative 


_members in the association or three who bear the name of 


cooperatives, and no objection has been received from any 
of these three members. In fact, I am instructed that one 
of the members has endorsed the brief -- one of the co- 
aes wean ene: : 

Mr. Chairman and gentlemen, I should say that this 
submission, primarily at least, relates solely to Clause 
(ec) of the order in council in which are set out the terms 
Or rerercnce to this Commission. ,That is to say, ail we 
are dealing with in this brief is the comparative position 
in relation to taxation under the two acts of persons 
engaged in any line of business in direct competition with 
the cooperatives, and also as to what may be considered by 
the Commission a just, fair and equitable basis for the 
application of the Income War Tax Act and the Excess Profits 
act for cooperatives. 

I also wish to say to the Commission, before reading 
the brief, that it has been presented on the assumption 
that at this stage of the inquiry the Commission has had 
very extensive evidence as to cooperatives generally, 
and evidence as to what constitutes a true, in contra= 
distinction to what has been termed an alleged. cooperative: 
the building up of large reserves or surpluses tax-frés; 
the use which has been made of these reserves; the expansion 
of cooperations; the acquisition of new plants in com- 
petition with private enterprise, and so forth. 

The brief is premised on the assumption that there is 


now before the Commission extensive evidence, given at 


various points across Canada and here, with respect to ais 


these factors including the payment of patronage dividends, 
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business with non-members, reserves which in some cases 
are not allocated to members and which are used in the way 
I suggest. It is also based on the premise of similarity 
of operations. That has been brought out in the evidence 
presented in various cases that have come before the 
Commission, 

I should say that the main purpose of the Commission 
is twofold: first of all, to place before the Commission, 
on the one hand, the extensive, complete and comprehensive 
service which is rendered in this very important-industry 
to the seed business by the ordinary joint stock company 
and private enterprise as compared with the very limited 
Service rendered by cooperatives engaged in the undertaking; 
and, in the second place, to point out to the Commission 
what I might describe as the hardships and handicaps under 
which private enterprise and joint stock companies operate 
in view of what we submit is the very preferred tax position 
which the cooperatives enjoy. 

With that introductory statement, may I turn to the 
brief itself. We are not concerned to any considerabie 
extent in grain seed. We are coneerned with field seed, 
garden seeds and root seeds, field seed being the forage 
grasses and alfalfa, clovers and all seeds usually classed 
with forage grasses. That comes under the general classificat- 
ion of field seed, garden seed being all the ordinary vegetable 
seeds and flower seeds, and root seeds being turnips and 
Similar produce. The brief reads: 

"The Seed Trade: 

"The Canadian Seed Trade Association has been in 
existence for over twenty years and has a membership of over 
fifty seed firms operating all across Canada and in all lines 


| -- field, garden and root seedse. 
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"Practically all the major seed firms of the counury 
are members of the Association. 

"These firms are interested in purchasing all varieties 
of these seeds from growers and country dealers, assembling, 
cleaning, grading and packing this raw material, supplying 
the domestic trade and also, in favourable seasons, finding 
a substantial export outlet for various surpluses. 

"These firms also import a great many lines of seed 
not grown or not available in sufficient quantity in 
Canada and offer it to the domestic trade. Many of these 
lines, it might be mentioned, are essential to market 
gardeners and others, but because of the Shortness of our 
season they will not mature seed satisfactorily in this 
country. 

"Production and distribution of clean, high quality 
seed are generally recognized as the very foundation of 
agriculture. 

"Tn a great many cases, and especially so with clover 
seed, grass seed, root, vegetable and flower seed, this 
material is usually grown in special, Limited districts 
where the climate is favourable and growers have developed 
special skill and use special equipment, 

"The average farmer, market gardener or amateur gardener 
does not, and often could not, save and mature this seede 
He is interested in producing hay or pasture for live 
stock, vegetables for human consumption. and flowers for 
pleasuree In such cases no seed is produced. 

"For that commodity ne depends upon the seed trade 
to locate seed in Canada and abroad suitable to our 
conditions of soil and climate, to assemble this seed, cio.” 


it to government grades, put it up in packages suited to the 
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wholesale and retail trade and to have it ready for retail 
distribution every season well. in advance of actual seeding 


tine ° 


"At a Disadvantage: 


riakisedbicappesiins siaeicemenmasacean 


"The Canadian Seed Trade Association is not opposed to 
cooperatives. The Association, however, is of the opinion 
that it is unfair to private enterprise to exempt co- 
operatives from any forms of taxation that privately-owned 
competitors must bear. Such a policy - 

"li. Threatens to restrict the variety and supply 
of sesds offered the Canadian consumers, and the 
development of new markets, both domestic and export, 
for Canadian seed. 

aes Defeats any possibility of the general public 
accurately appraising the extent of the services rendered 
by, cand the respective values Of, the twoyrypes oF 
organizations. 

"3. Relieves entirely cooperatives from their 
share of the governmental costs for whieh taxes are 
imposede 

"4. Results in the privately-owned companies 
bearing the cooperative share of necessary taxation, 
as well as their own share. 

"5. Leads to the expansion and increase in the 
number of tax-free cooperatives, thus shrinking the 
taxable field and throwing increased burden on the 
privately-owned companies, 

"6. Enables the cooperatives to build 
up substantially tax-free reserves and surpluses 
and thereby to establish uneconomicai handling costs 


which private business cannot do; ana finally 
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"7. Imperils the existence of the privately- 

Owned company. 

"Handling Charges: 

"Certain cooperatives have made claims of absurdly low 
and uneconomical handling charges. For example, one 
western cooperative claims a cost ‘tof less than one-fifth 
of a cent a bushel to the producer.' 

"There is no elaboration of this charge...." 

ieeo te, che handling. Continuing: 

nThere is no elaboration of this charge and the pubiie 
is left to assume that this is the entire overhead. Actually, 
Piheeourss, a bag of seed could not be untied and tied up 
again at this cost, whereas under the heading of handling 
charges the seed house must in the case of field seed grown 
in Canada -- that is clover, grain and grass seed -- carry 
out the following operations: 

"A. Locate raw supplies in the hands of growers 
and country dealers. 

"B. Assemble this at central points. 

Oe Put it through cleaning machinery to remove 
weed and other foreign seeds, dirt, chaff, etc. 

"D,. Have it graded and government inspected. 

"He Repackage it. 

"FH. Find a market for it among non-seed growing 
farmers in Canada and outside the country. 

"Working Capital Depleted: 

"Members of the same cooperative mentioned, at the 
recent annual meeting of their organization, advocated the 
deduction of 5 per cent of total sales for the provision of 


working capital, handling charges, etce 
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"The setting aside of 5 per cent of sales would, in the 
case of field seeds such as clovers and grasses, which 
this cooperative handles most exclusively, run into sub- 
stantial amounts of money. This puts the cooperatives in 
& very privileged position and they contribute nothing 
to the country's taxes. 

"The dissatisfaction with low prices for seeds during 

he depression period following 1929 led to the formation 

Of a number of cooperatives. During this period private 
enterprise was working on narrow margins and the return on 
money invested was small, leaving little if anything for re- 
serves or for new capital. Since 1940 the high taxes have 
made it impossible for private seed enterprises to set 
aside adequate reserves, and cooperatives being exempt 
from income and excess profit taxes are jeopardizing the 
successful operation of private enterprise." 

May I pause here for a moment to refer to a rather 
striking instance which has come in from a member of this 
association and has been handed me recently, and which I 
ask the privilege of referring to because it illustrates 
the very point made in that paragraphe 

MR. FRANCIS: I hesitate to interrupt but I assume 
that the person who has provided the information will be 


available for cross-examination. 


MR. PRICE: Not the individual who wrota in this particular 


instance. The President of the Association will be here to 
state that he received it and that the member, who lives 

a considerable distance from this city, has sent 10 1n as 
information. 


THE CHAIRMAN: That has been done on previous occasion, 
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MR; FRANCIS: Surely it is hearsay. 

THE CHAIRMAN: Undoubtedly; but we have had any amount 
of hearsay and not only from one side, Mr. Francis. 

MR. FRANCIS: May I with respect point out that the 
game sort of evidence was ruled out this morning? 

THE CHAIRMAN: We may do the same with this; we have 
hom Heard it yet. 

MR. FRANCIS: Thank you, my Lord. 

THE CHAIRMAN: Continue, Mr. Price. 

MR. PRICE:. This is a statement from a member of the 
Association sent to the President recently and which he 
asked to have brought to the attention of the Commissione 
I can state it in my own words or I can read from his letter 
one paragraph which explains the situation. If the Board is 
ready to hear this as a striking jllustration of the point 
T am making in this brief, namely, the handicap in the 
matter of reserves for expansion of private enterprise as 
compared with cooperative activities, I shall be glad to 
read it, because it is relevant. 

THE CHAIRMAN: Show it to Mr. Parker and take his advice 
ag to admissibility. Meanwhile you can go on with the brief. 
We are rather pressed for time. 

MR. PRICE: To continue: 


"Depend on Private Industry for Com lete Service: 


"Private enterprise has given complete service 
in assembling, processing and distributing garden and 
field seeds, while the service provided by cooperatives 
has been limited. In some districts they have assembled 
seed and sold it to privately-owned seed houses or 
exporters who took care of the final distribution; in other 


cases, cooperatives have concerned themselves only with 
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farm distribution; that is, collective buying of seed 
stock for their local members. In no case have they given 
the comprehensive service provided by Canadian seed houses 
doing a national business. 

"By a comprehensive service is understood the 
following: 

"Field Seeds: 

"1. Purchase of raw, ungraded field seed from 
farmers and growers in special districts of Canada 
where climate and soil favour surplus production of 
clovers, grasses, grain, etc. 

"2. Assembling, cleaning and grading this seed 
and thereby making it available for domestic and 
export consumption. 

"3. Supplying the domestic market everywhere 
in Canada with this seed. 

tA. Finding an export market for any surplus 
through international contacts. 

"5. Locating and importing foreign supplies 
tO supplement natural and seasonal shortages. (In 
some years Canada must import very large quantities 
of red clover, timothy and other grass seed because 
of failure in this country, and in some lines Canada 
does not always grow sufficient seed to meet domestic 
demands). 

"Garden and Root Seeds: 

1. Purchase whatever supplies are grown 
in the limited garden seed areas of the country for 
domestic and export distribution. 

m2. Import large quantities of vegetable seeds 


suitable for Canadian conditions from California, 
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Great Britain, Hurope, etc., for distribution to 

Canadian markets and amateur gardeners in bulk and 

in low-priced packets. 

"3. By domestic purchase and importing, 

assemble seed of various varieties of grasses and 

blend these for the domestic trade for lawns, golf 

éreens, mixtures, ete. 
"4. Import a complete range of flower seeds, 
with the exception of the few lines that can be 

é6rown to maturity in Canada, and make these available 

in cheap packets to the general public all across the 

Dominion. 

"All these services are performed by every major, 
privately-owned seed company -- no cooperative attempts to 
provide more than a small POPVilOn Onsite. 

"Canadian seed firms have been progressive and success- 
ful in obtainine markets for all seed that Canada can 
produce economically. In times of scarcity of seed for 
Canadian use they have supplemented home production by imports 
and have supplied gardeners ans farmers in all parts ‘oF 
Canada with adequate and dependable supplies, especially 
Suited to Canadian climate, soils and other conditions. 

"Such service necessitates a substantial overhead, 
with warehouses Strategically located, a large staff of 
highly skilled personnel, connections in other countries, 
and much special equipment. To continue this complete 
Service at a moderate cost to consumers in both town and 
country, the privately-owned seed firm must continue to 
participate in those limited but important lines which 
the cooperatives are handling. These lines are essential in 
supporting the fixed overhead and operating costs of the seed 


trade as a whole. 
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"The Canadian Seed Trade Association has no desire 
to see the cooperatives eliminated from this or any other 
field; they believe that both cooperatives and private 
companies can play a useful part in the industrye What 
the Association asks is that the present tax burden be 
distributed evenly so that both types of organization can 
continue to operate on an equal basis. 

MR. PARKER: I have seen the letter and my personal 
view is that it neither hurts Mr. Francis nor assists Mr. 
Price. It is immaterial. That is my own view. 

THE CHATRMAN: I see Mr. Francis smiling; I suppose 
the objection is withdrawn. 

MR. FRANCIS: Yes, my Lord, on the assumption that my 
jearned friend's opinion is sound, as it usually is. 

THE CHATRMAN: That is a safe assumption. 

Wks PRANCIS: Oh yes, sire It is a fair assumption, 

MR. PRICE: This is a statement from one of the members 
as to the handicap he is under: 

"Concerning private enterprise in the seed business 
may we bring up a point that has considerable bearing on 
those who are shaping up an industry in the production of 
flower seeds for Canada. We have in mind now our own 
position. For several seasons we have exported to California 
quite some volume of flower seeds. To be exact, our Canafian 
and export business in three years has grown to approximately 
$50,000 from less than $1,000 per year." I am not clear 
whether he means $50,000 in one year or three years, but 
I suppose it is $50,000 over a period of three years. The 
letter goes on: "Now whilst we could do much to step 
further forward, to a large extent we are denied that right 


by taxation. As we all know it is almost impossible to build 
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up reserve capital under conditions as they are, yet to 
develop this business, which is, it will be agreed, an asset 
to our country, we are permitted no special consideration. 
Would it not be wise to make this comparison to the 
position of seed cooperatives, and. should we as private 
enterprise not be allowed some tax exemption gonsideration 
in order to assist us to further develop an industry that 
up until now has never amounted to very) much?  iihat. as 
purely a minor example of the sort of thing which was 
referred to, applicable to both export and domestic business. 
MR. PARKER: I think my opinion has been justified. 


MR. FRANCIS: I concur, 


Re C. STEELE, 
President, 
Canadian Seed Trade Association, 
having been duly sworn 
testified as follows: 

GY Wns PRIGH: 

Qe You are President of the Canadian Seed Trade 
Association? Ae YeSe 

Q- You heard the brief which I have read? A. Yese 

Q- You had some share or participation in the preparation 
of it? A. Yese It was prepared by the directors of 
the Association. 

Qe Approved by the directors? A. Approved by the 
directors, and it came before the Association and was 
approved by the Association, 

BY MR. PARKER: 

Qe LOU are familiar with the detalis of the briere 

Aw Y€Se 


Q Are you prepared to say that all the facts allegea 


in it are within your personal knowledge? A. I believe so. 
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Q- You believe they are within your personal knowledge? 
A. Yese 

Q- «As I gather from the brief as a whole, it is an 
argument, supported by facts, to this effect: that the 
independent seed people occupy a very wide field, serving 
all three branches mentioned there, field, garden and root 
seeds, whereas the cooperatives are occupying only a. very 
Small part of the field, perhaps the choicest Part, soto 
speak, and are not supp lyine the wide service you are? 
ue Yes, 

Qe That is the sum and substance OF ate Ae Ye@Se 

Q What information have you that you can give to the 
Commission as to how narrow the field is that the cooperatives 
Operate in? Why do you make that general statement? 
A. In vegetable and flower seeds the provinee of British 
Columbia grows extensively, Most of our seed production in 
Canada comes from British Columbia. They are what you 
would term producers. They sell to seed houses in Canada 
and outside they do an export business, but they do not 
attempt to peckage ites seed so that it can go to the public. 
Mhiey co. not attempt to retail it; they are simply producers. 

Q- I do not follow you. Whom do you mean by “"they'? 
A. The cooperatives in British Columbia. There is a 
large cooperative in British Columbia, with a number of 
growers, which deals in the production of garden seed, but 
they do not attempt to distribute it. 
Q- Have you any information to lead you to believe 


vw 


that they will not in future? A. They may. 


A 


.Q They are only young? H&. They may possibly, but 


tI am stating the position as it stands. 


Q@ That they do not distribute? A. They do not 
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distribute to the final buyer. 

Qe They distribute to the independent? A. No, the 
wholesaler or retailer. 

Q.280r the individual? A. Or the individual who 
might go to them, I assume. 

Q- is not that a reasonably wide field of distribution? 
Ae No. Suppose you went into a store in any village in 
Canada, you could buy seed packaged by the trade but not 
seed packaged by any cooperative. 

Qe AS regards this letter from which you have serosa e 
have a suspicion that Mr. Francis may want to ask a question 
or two. Is my learned friend putting this letter in? Does 
he wish to withhold the name of the man who made that 
statement? 

THE CHATRMAN: Did you read it into the record? 

MR. PRICE: I read it, but I have not the authority 
to disclose the name. The writer is a member of the 
associatione 

THE CHAIRMAN: It has been read into the record. 

BY MR. PARKER? 

Q. Was this letter handed to Mr. Price by yourself? 
iw LOS 

Qe And you are incorporating the contents of the 
letter in your brief as an additional argument or illustration? 
Ae) AS van “illustration. 

Q. and in the very illustration you use, while com-~ 
plaining of the system of building up reserves, which is 
valuable to the cooperatives and not to the others, this 
gentleman says that in the last three years his export 
trade has grown from $1,000 to $50,000? A, Yes, 


9. Does not that go against your argument? 
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we Against my argument in what respect? 

Q- That these reserves are a great handicap to 
private enterprise. A. If he earned money on the $50,000 
that the Government. did not take from him he would be happy. 

Qe Did he not make some on it? He does not complain 
in the letter about not making money. Ae He was doing 
business in a small way and his standard profit would 
not leave him anything that would add to his reserves. 

Qe He went after this additional business and carried 
it on for patriotic reasons? A. No, but it helps the 
Government and he is looking to the future, no doubt. 

BY MR. FRANCIS: 

Qe May 1 direct your attention to page six of the 
brief. JI refer you to the centre of the page where you 
say: "In no case have they" -- referring to the cooperatives-- 
"civen the comprehensive service provided by Canadian seed 
houses doing a national business. By a comprehensive service 
is understood the following:" And then you set out certain 
things. That is correct? A. Ye@S-e 

Qe Are you acquainted with the United Farmers Co- 
operative Company? A. YeS-. 

Q@. Are they one of your members? As Yess 

Q» Will you indicate which of these services is not 
zsiven by that organization? A. At the present time they 
are not dealing in garden seédse 

Qe But field seeds, Refer to the brief. The heats 
on that page is "Field Seeds", A. You are quite correct. 
In field seeds the United Farmers are giving a comprehensive 
Services 

Q®. Then this statement is not correct? Ae Now 


That statement should have taken account of that exception. 
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You have an exception to the rule theree 

MR. PRICE: The statement refers to field and garden 
seedse It is a broad statement referring to both. 

MR. FRANCIS: May I be permitted to conduct this 
examination. 

BY MR. FRANCIS: 

Qe So that you say that the statement regarding field 
seeds is inaccurate? A. ol take, that corrections You are 
righte 

GO.) Thab will go. on the record. Wico respect to the 
United Farmers Co-operative Company, then, the whole basis 
of your argument is wrong? A. With respect to field 
seeds, quite correct. May I add that they do business in 
eastern Canada and when it comes to nation-wide business, 
no. They cover the eastern section and when we speak of 
national seed houses, we cover the country from coast to 


COaSte 


Q. I direct your attention to page five of the brier, 
sn the centre of the page, the last sentence in the second 
paragraph. You say: “This puts the cooperatives ina 

very privileged position and they contribute nothing to the 
country's taxes.’ Do you stand by that statement? 

A, They are in a very privileged position in the sense that 
we are arguing, in regard to taxation, because they are not 
contributing. 

Q. Is that statement correct that the cooperatives 
contribute nothing to the country's taxes? Av. inthe 
sense that we are arguing, I believe it is, yes. They 
must have property tax; they have certain taxes. if you are 
going to interpret that statement exactly in that sense, 


st is not correct; but interpreted in the spirit in which 
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we have introduced it, it is correct. 

Qe Do you know whether or not the United Farmers Co- 
operative Company pays taxes? By 2468.0 hey are a 
limited company. 

Q. Are they a cooperative? A. Yes, but they have 
incorporated as a limited company and they must do over 
20 per cent of business with outside members. In fact, 
they admit that they do over 20 per cent, and they pay taxes. 
Let me say that we have no quarrel with cooperatives. 

Q. The evidence before the Commission is that a large 
number of ccoperatives in Ontario do pay income taxes? 

As I would think so. 

Q@- Is it fair to say they contribute nothing to the 
eounury's taxes? You use the word "nothing"? 

A. I have given the explanation. From the standpoint at 
which we started arguing, as to special taxation to which 
private enterprise is subject and cooperatives aie not, 
they are contributing nothing. They have no excess profits 
tax. That is what we are arguing about. 

QO. here has been evidence before the Commission this 


morning that cooperative has paid "excess profi te tax, and 


1a) 


yet you say: “This puts the cooperative in a very privileged 
position and they contribute nothing to the country's taxes." 
Ae I will gladly modify the "nothing"; nevertheless they 
are Still in a privileged position. 
Q- Then this is wrong, this statement you have here? 
ee oneversaids i owill \eladiy modii ye. 
O.. It. is wrong? 
THE CHATRMAN: The witness states that he modifies it. 
MR. PRICH: Certain corporations do not pay income tax, 


THE CHAIRMAN: The explanation is quite clear. 
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BY MR. FRANCIS: 


QO 
e 


They pay all the other taxes? A. li presume so. 


& 


- May I see the letter? You can fold it so as to 
conceal the name. I am not interested in the name. I am 
reading the last paragraph. Are you vouching for this 
letter? I quote: “Would it not be wise to make this com- 
parison to the position of seed cooperatives, and should we 
as private enterprise not be allowed some tax exemption 
consideration in order to assist us to further develop an 
industry that up until now has never amounted to very much?" 
Ae You don't quite get the sense of it. He is talking 
entirely of flower seeds exported from Canada, Heretofore 
that has been a very small part of the seed trade, and in 
eronworh period, Decause of secd production in California 
having turned to vegetables instead of flowers, he was able 
to build up a substantial business in flower seeds. That 
16 ell he refers toe 

Q» With respect to flower seeds, referred to in the 
brief, would you on behalf of the fifty-seven companies you 
represent ask for tax exemption? Is that your policy? 
Ae No. We are quite satisfied if we are on an equal basis. 
We realize that in the meantime we must have substantial 
taxation but we are hopeful that in the future we shall have 
lesSe 

O. tf am glad that is cleared Ups That applics cally 
to flower seeds? As YOSe 

Qe You mentioned the British Columbia Association. 
Would that be the British Columbia Co-operative Seed 
Association? As Yess 

Qe According to the evidence before the Commission, 


this cooperative gives the following services: 
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"(a) Arranges production with members. 

"(b) Contracts to sell the members! production 
of seeds to the Seed Trade, the British Food Mission 
through Special Products Board, the Agricultural 
Supplies Board of Canada and for Export. 

"(c) Plans localities for different crops and 
arranges variety zones to avoid crop cross pollenation, 
guides and directs members in all production. 

"(d) Arranges for inspection of crops, roots, 
bulbs and seed by Plant Products Division inspectors 
throughout the entire year, 

hie Weg, Cleans, processes, blends and prepares for 
Market, according to grade, the members! secds, 
assembles and delivers all production." 

For that type of business ‘would you not say that is a 
wide range of services? Ae YOS, Prom the standpoint or 
producers they are rendering complete service. 

Oe, ney are in a different. fisla? A. They are not 
distributors; they are not retail distributors. 

2e But in their own field they do a wide variety of 
jobs? - A. Yes. 

Qe But they are in the production field? A. YeSe 

@:= 10U represent the distribution fisia? A. We 
represent from production.to final distribution. 

Qe The whole gamut? Do you know this organization to 
which I have referred? A. Yes. 

QQ It is well operated? A. Yes, a good concern. 

Q- JI think there is one other question. In his 
Opening remarks your Counsel referred to the hardships -~ he 
used the word “hardships" -- of the fifty-seven companies you 


represente Will you indicate to the Commission something of 
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the hardships to which he referred? A. Yes. It deals 
more particularly with a side of the business to which you 
have not referred at all. In western Canada in recent 

years we have been producing large crops of alfalfa seed 

and brome grass seed. The cooperatives in the three 
provinces have a selling agency. There is one selling 

agency in Winnipeg and within a very few years they have 
taken over a large share of the accumulation of this seed 
grain in western Canada and have handled it up to the point 
where they turned it over to the rest of the trade for dis- 
tribution, or distribution through the Government export 
office. They have built a very large assembling and dis- 
tributing business, and they built that up without any severe 
taxation such as the private companies have had to cope with. 
The seed business necessitates steady progress as the country 
grows and we have to enlarge plants and get new locations 

and additional machinery. They have located at various 
points in the west in an extensive way and cut into private 
enterprise substantially. It has been a hardship. 

Qe Can‘you say whether any of these firms or companies, 
these fifty-seven, have been able to expand during war years? 
Are they expanding -- the ones you represent? A. Our 
companiese 

Qe YeSe A. Oh yes. We have expanded in spite of 
not having that assistance. 

Qe After paying the taxes levied on your companies you 
have still sufficient profit to carry out extension? 

A. We have had no adequate reserves since 1950, It has 
been impossible in the seed business to provide adequate 
reserves and that has meant that our standard profits were 
small, and since we have had better trading years we pay it 


to the Governmente 
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Q-» But considerable expansion has taken place? 
A. We have to stay alive to compete. 

Q- Just One more question. With reference to the 
western coo erative, which one is that? On page four you 
say: "For example, one western cooperative claims a cost 
‘of less than one-fifth of a cent a bushel to the producer.'" 
A. That was in the Alberta Seed Growers Co-operative 
Report at their annual meeting last fall. 

Qe In the annual report? A. That was reported at 
their annual meeting as it appeared in the press. 

BY MR. ARNASON: 

Q- May I ask you one or two questions. You referred 
under cross-examination to a certain western cooperative 
organization handling alfalfa seed? Ay OS 

Q- On page four of the brief you refer to certain 
functions which are discharged by the seed trade in the 
handling of clover and grass seed. These include: "A. Locate 
raw supplies in the hands of growers and country dealers. 

Be «Assemble this at central points. C. Put it through 
cleaning machinery to remove weed and other foreign seeds. 
dirt, chaff, ctc. D. Have it graded and Government 
inspected, HE. Repackage it. F. Find a market for it 

among non=seed growing farmers in Canada and outside the 
country." Is it not a fact that the cooperative organizations 
in the three prairie provinces that handle alfalfa seed 
perform these functions? Ae They are performing up to 
co Gnd iW they are not. carrying ont. 

Qe Do you mean to say that they do not find a market 
outside Canada? A. No. As a rule that seed goes east 
in carload lots and is distributed. 


Q- I was under the impression that in previous years 
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they shipped considerable quantities ‘to the United States, 
Ae Yes. That is now sold through the Government Export 
Office. 

Qe But before that? Aer Yeo.  Thetyie. Conrect. 
But we are referring to distribution to farmers in Canada. 
That is handled apart from the cooperatives that buy that 
seed through producer cooperatives. 

Q- But this particular organization carries out the 
main functions of handling? A. There is a large part 
left after they assemble the seeds, 

Q- One more question. At the bottom of page two, 
referring to the disadvantage under which the private trade 
labours as compared with the cooperative associations, you 
Say that such a policy “threatens to restrict the variety 
and supply of seeds offered the Canadian consumers, and the 
development of new markets, both domestic an& export, for 
Canadian seed." These cooperative organizations consist 
of farmers who grow this seed? A. Yes, 

ia yuk CerLannate what you meant by this statement 
in view of the fact that, as I believe, it is generally 
agreed that the average grower of alfalfa or any grass 
ssed is interested in anything that increases the market, 
domestic or export? A. The previous paragraph must 
be read in connection with that to give the connection. 

We are there claiming that the exemption from taxation 
handicaps private enterprise through not having funds to 
properly expand. That is our contention. 

Qe You agree that a farmer who grows seed is just as 
much interested in improving the market?: As Hewiasnac 


as well qualified to obtain, he is not in a position to 


obtain, the new varieties. He may have the desire but he 
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is not in a position to realize it. 
BY MR. ELLIOTT: 
Y- Does each of your fifty-seven members give what 


you call a comprehensive service? A. No; some are retail 


' dealers. That is correct. It should refer to national seed 


houses. There ame some who cover the entire country. 

Q- Don't answer this question if you don't want LO» 
but I have been curious about it and we have had little 
information. You say that seed houses have had to expand 
and that they have not had much in the way of funds left for 
expansione How has the expansion that they have made been 


financed in a general way? A. Up to 1930 they had fairly 


satisfactory trading years for a long period. When the 


farmers were well off the seed houses prospered but during 
the depression they were hard hit because the farmers too 
were hard hit, and the gardners as well, so that Since the 
depression they have not had a very good break. 

Qe Generally speaking, have they had to resort to bank 
loans or bond issues? A. No. Most of the seed houses 
are stock companies. ‘They have not used bond issues; 
substantially bank loans. 

Qe In new issues of stock, presumably in the case of 
some of the smaller ones, the proprietor has put in an 
investment? Ae o. SnankK So. 

BY MR. VAUGHAN: 

Qe On page six you say that private industry has 
given complete service and that the service given by co- 
operatives is very limited. You say that in no case have 
they given comprehensive service, doing a national business, 
Can it be taken from that statement that your criticism 


would be removed if the cooperatives gave that service which 
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you are giving and which they are not now supplying? 
A. I still think they should be on the same basis of 
taxatione We are arguing only from the basis of taxation. 

Q But you speak of this from the standpoint of 
Servicee A. We are simply trying to show that the seed 
business is useful and should have support and be given 
an equal opportunity. 

Qe Let us suppose that, in regard to taxation, a 

, decision were arrived at by the appropriate authorities 
which you would regard as favourable from your point of 
view, would you still have that criticism to make? 

A. No. We would be quite happy if they could do business 
better than we can. 

Q. Your objection-is: that you are giving a very 
comprehensive service and they are not. My point is, would 
you be satisfied if the cooperatives gave that same service? 
I thought you would say that there would still be unfairness, 
but you do not say. that? A. L don’t) think thet ‘any | 
private seed house -- there is none that I know of -- would 
object to competition from cooperatives on an equal basis. 
We really have no objection to that, a I think our state- 
ment is quite Bree 2 as far as the services at the present 
mimoi18-concserned, wit whey on compete with us, fine. 

If they can give the full service that we do, all right. 
BY MR. PRICE: 

“ You are not objecting to competition on the same 
basis of taxation? he PRO Ue te oer SENG. 

Gey Dethink that point ite cleared ups ..As. That te 

| my meaning. 

THE CHAIRMAN: Should we have a survey now, Mr. Parker, 


of the work that remains to be done? What have you left? 
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MR. PARKER: There ig the Submission by the independent 
milk dealers; then we have the Independent Hatcheries and 
Independent Egg ane Poultry Dealers, one brief being 
sighteen pages and the Other six. My understanding was that 
there was an arrangement that, if time permitted, they 
would be heard at the end of the other cases. 

THE CHAIRMAN: What do you propose now? 

MR. PARKER: The independent dairies. 

Brief submitted by Certain Independent Dairy Companies and 


Distributors of Milk and other Dela vyaenonuctey th 
the Province of Ontario 


MR. SHAPLEY: I appear for the companies whose names 
are appended to the printed brief that is before you, Mre 
Chairman. May I explain, SO thatiiy wilt te Perlecily 
clear to the Board, what took place in connection with the 
preparation of this document which we have been bold enough 
Oo CHL a. Eee Lot. Certain of the men concerned in laying 
before this Commission their point of view in reference to 
this very serious subject met in the early part of January 
and formed themselves into a committee and endeavoured to 
agree as tO what representation should be made to the 
Commission on this matter. Thereafter they made some casual 
contact with some of the persons, firms and corporations 
whose naties are appended to the list in order to get ina 
general way their point of view and to determine exactly 
what statement should be made here, 

They met as a self-appointed committee and for a while 
they themselves could not agree as to what representations 


Should be made, 


7 


ys = } nr tae Ny Sasa 


eX 
se a a + * ree ae | 


j 


Rei 


taieite WR EHC anebat 3 +e e kit sae “is, ag 
ie he ae x leal gesire) is Bite ee Pah 
ba q psteskis sew) ne sous meee’ vay. Min 


os 
ie 


a) 
a 5 Aa 


wih! toon adi on arornemantag aie Fe), 


iis ares et 
Sails . a ial 3s 
i alk | Asien 
oe CoO WSR Oe Tey Lp 


2 ball, 2, nO] eRe S 


thud ieee 


4 


¢ Pons Ve ti ait i ae Pres one BA 7a) 
bored Rear tts 

woth: Banyan: Satis 

hag 
2 an UR 


2 ORO TOO.» 
Loa aketd’ sy 


4 a ian ee 
+ ih. 3 BBs, Fam 


* 


7 P a 
a LAO 9... SALW a crete 
te he Mara 


7s 7: 
ath B, 
tt, -2 


= 


B=-255 =P 587 m= 


MR. PARKER: There was no cooperation, so to speak? 

MR. SHAPLEY: There was little cooperation at the time, 
Ultimately, however, they agreed to this general observa~- 
tion which is contained in paragraph three of the brief: 
"We have no objection to the income of farmers’, dairy- 
men's, livestockmen's, fruit growers, poultrymen's, 
fishermen's cooperative companies and associations (the 
members or shareholders of which are primary producers) 
organized and operated on a cooperative basis, continuing 
to enjoy immunity from income taxes, provided such organiz- 
ations market the products of the members or shareholders 
under an obligation to pay to them the proceeds from the 
sales on the basis of quantity and quality, less necessary 
expenses such as costs of goods, wages, depreciation, bad 
debts, interest on loans, but that any reserves set up as 
well as any present or future members! or shareholders? 
equity should be deemed to be profits and taxed as limited 
companies are taxed under the Income War Tax Act and’ Excess 
Pee su ae, TAC big 

That is the theme song of those whose names are 
appended to this so-called brief. But may I make this 
explanation. It is only within the last five or six 
days that this document as printed was placed in the hands 
of those men whose names are subscribed to it, and to our 
knowledge none of them have objected to what is stated in 
the document. 

tI wish to be perfectly clear on this. It was really 
these men who met as a so-called committee, being anxious to 
ake known to you gentlemen their point of view, that 
primarily sponsored this document; and when I say I represo:t 


those whose names are appended there, I would ask you to bear 
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in mind that they did not formally speak to any of us 
and say, “We associate ourselves with everything there 
Stated." Having madé that explanation, I wish to‘ask 
Mae, Hw a ‘Pew questions. At the moment I would prefer 
that he be not sworn. 

THE CHATRMAN: You cannot very well make that request 


if he is to be asked questions. 


J. HE. HULL, 

Certain Independent Dairy 
Companies and Distributors 

of Milkand other Dairy Products, 


having been duly sworn 
testified as follows: 


BY MR. SHAPLEY: 

Q¢ What is your present position? Ae aetb ee 
present time I am Secretary-Manager of the Toronto Milk 
Distributors Association. I would point out, however, 
that I am not appearing in that official capacitys. I am 
appearing on behalf of those who are Supporting this brief. 

Qe Prior to holding this position with Toronto Milk 
Distributors, had you any experience in farm work? 
A. I have lived on a farm since LOLO\ end 2n fact ram 
far more at home there than in this atmosphere. However, 
in 1934, in a moment of weakness, I acceded to a request to 
go on the Milk Control Board of Ontario. My final decision 
was probably influenced to some extent by the low agricultur- 
al prices in the early 30ts. I served with the Milk Control 
Peorc, for three years, from 1934 to 1937, and I have been on 
the farm ever since. Since 1940 I have been filling the dual 
capacity of Secretary and Manager of the Toronto Milk 
Distributors Association but I still have my roots deep in 


the farm ° 
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Q» Will you please read-the bral, Ae The brief 
reads: | : 

"This brief is submitted on behalf of the Independent 
Companies and Distributors of Milk and other Dairy Products 
in the province of Ontario, whose names are appended here=~ 
to in reference to the matters set out in the One Baaunt 
council dated the 16th of November, 1944, 


"At the outset, let us my that we have no quarrel 


with the cooperative movement as such. Our sole interest 
Ve 2h equality and our right to equality of taxes involves 
no debate as to the merits of the cooperative movement. 

"We have no objection to the income of farmers, 
Gairyments, livestockments, fruit growers', poultrymen's, 
fisherments, cooperative companies and associations (the 
members or shareholders of which are primary producers) 
organized and operated on a cooperative basis, continuing 
to enjoy immunity from income taxes, provided such organ- 
izations market the products of the members or Shareholders 
under an obligation to pay to them the proceeds from the 
Sales on the basis of quantity and quality, less necessary 
expenses such as, costs of goods, wages, depreciation, bad 
debts, interest on loans, but that any reserves set up as 
well as any present or future members or shareholders! equity 
should be deemed to be profits and taxed as limited companies 
are taxed under the Income War Tax Act and under the Excess 
Peolite Tax Act. 

"We submit --~ 

"(1) That all other cooperative companies and 
associations should be taxed as other limited companies are 
taxed under the Income War Tax Act and under the Excess 


Profits Tax Act because = 
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"(a) it is contrary to common justice that in 
the same country such corporations and associations 


(legal entities under the Companies! Act of the 


province of Ontario) should carry on their businesses 

without contributing their proper quota in taxation 

for the services rendered by the country and another 
portion have to bear a higher burden of taxation in 
consequence; and because 

"(b) this immunity from taxation of cooperative 
trading corporations and associations is gradually 
but surely eliminating the taxable trading anit, 

and when one eliminates a tax-paying unit and re- 

places it by a non-tax paying cooperative corporation, 

association or unit, one is increasing the tax burden 
not only of the next trading unit and expediting his 
elimination but also the general body of tax payers, 
including wage earners and salaried persons; and 
because 

"(c) the enormous growth of the cooperative 
movement during recent years shows an ever increasing 
volume of trade is yearly passing out of the taxable 
area, making it more and more difficult for the 

Minister of Finance to obtain funds for the country's 

PULPOSES. 

"2. That the simple income tax exemptions which were 
Originally given to farmers, fruit growers or like associat- 
Porte. a0t1 0 8S selling’. sssenn 

May I emphasize the word “selling”. «Continuing: 
w..eeagents for their members and returnihe all their 
earnings in cash to their members has been stretched to give 


the present income tax immunity to large companies and 
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associations of companies who call themselves cooperatives 
although they actually bear in many cases only the most 
remote relationship to the farmers and fruit growers who 
were originally the subject of the country's SOlicitude » 
“Se That for many years the situation was not serious 
from a competitive point of view. The bax rate was lowe 
The differential enjoyed by the cooperative corporations and 
associations was small. The cooperatives were small 
companies -- groups of farmers operating together locally -- 
and Operating Of the Truc os ses" 
l- emphasize the word "true". Continuing: 
Wee e ecOOperative principle of returning their earnings 
to members in cash. What began as a slight subsidy in 
favour of the cooperatives has now become, because of in- 
creasing tax rates, a burden for privately-owned businesses, 
partnerships and corporate businesses in Canada including 
wage earners and salaried personse It has been in the past 
twelve years or so that the new form of supere<«.«e" 
I heard some one say "super-duper", Continuing: 
w .escooperatives have come into the pleture in Canada, 
pyramiding their earnings and buying out their privately 
owned competitors and expanding into practically all lines 
of business and industry. 
"4, This rapid expansion, we submit, stems mainly 
from the income tax exemption provided by Section 4 (p) 
of the present Income War Tax act which reads as follows: 
1(p) Co-operative companies and associations -- 
The income of farmers', dairyments, livestockmen's, 
fruit growers'!, poultrymen's, fishermen's and other 
like cooperative companies and associations, whether visi 
or without share capital, organized and operated on a co- 


operative basis, which organizations 
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'(a) market the products of the members or 
Shareholders of such cooperative organizations under 
an obligation to pay to them the proceeds from the 
sales on the basis of quantity and quality, less 
necessary expenses and reserves; 

'(b) purchase supplies and equipment for the 


= 


use of such members under an obligation to turn 

Such supplies and equipment over to them at cost, 

plus necessary expenses and reservese 

‘Such companies and associations may market 
the produce of, or purchase supplies and equipment for 
non-members of the company or association provided the 
value thereof does not exceed twenty per centum of 
the value of produce, supplies or equipment marketed 
Or purchased for the members or shareholders. 

'This exemption shall extend to companies and 
associations owned or controlled by such cooperative 
companies and associations and organized for the 
purpose of financing their operations.! 

"By Section 7 (a) of the Excess Profits Tax Act, the 
income of the above-mentioned cooperative corporations and 
associations is also exempt from taxation under that Actes 

"5 There are approximately 426 cooperative corporations 
carrying on business in Ontario incorporated under Part AIL 
of The Companies Acte Some of such corporations are in- 
corporated with share capital and some without share capital. 
Over one-third of such corporations have been incorporated 
Since the war began. Forty-five of such corporations have 
been organized during the year 1944. 

t6é, <A copy of Part XII of The Companies Act, Revised 


Statutes of Ontario, 1937, Chapter 25, is appended hereto, 
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"7, It will have been seen from a perusal of the fore- 
soing provisions of The Companies act that a cooperative 
corporation has all the essential powers and attributes 
Or An ordinary corporation or company to enable it to carry 
on business and to make profits and gains. And it willhave 
been seen also that after paying interest on the capital of 
such cooperative corporation at a rate not exceeding eight 
per cent per annum any surplus profits remaining must be 
divided among the members or shareholders of the corporation 
in proportion to the business done by each member or share- 
holder with or through the corporation; that such cooperative 
corporation may trade with non-members or non-shareholders 
at such proportionate rate of that paid to members or 
shareholders as may be determined by by-law; and that 
such a cooperative corporation may set aside an amount 
not to exceed twenty per centum of the net surplus funds 
in any one year, as a reserve fund. 

"8, It has been said that the constitution and 
operations of a cooperative corporation closely resemble those 
of an ordinary company. <A company is a legal entity sep- 
arate from its members or shareholders; so is a cooperative. 
A company operates through the agency of its paid officers 
and employees; a modern cooperative operates in the same way. 
A company has capital stock divided into shares; so has the 
cooperative. A company buys and sells, that is, it carries 
on a trade; so does the cooperative. The profit of a company 
is arrived at by striking a balance of income over out- 
eoings including in the latter operating expenses, expenses 
of management and any trade losses; the cooperative's 
surplus is arrived at in precisely the same way. In the case 


of both, the members or shareholders are not liable for debts 
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of the corporation except to the extent of the amounts 
unpaid on their memberships or shares. In the case of both, 
the individual member or shareholder is not entitled to 

the surplus or reserve or any part thereof until the 
directors have declared a dividend in accordance with the 
constitution of the corporation or cooperative. In fact 

the only difference between a company and a cooperative 
appears to be that the company divides its profits between 
its shareholders in proportion to the shares Owned, whereas 
a cooperative after paying interest on share capital, af any, 
distributes its profits in proportion to the volume of the 
members' purchases or sales as the case may be. 

"9 The Independent Dairy Companies entertain the 
strong conviction that from the transactions of the co- 
operative corporations and associations with its members and 
hon-members a true trading profit can and does emerge and 
that such profit.is the difference between the sale price 
of the products and the cost price of the products, plus 
the expenses of management. 

"10. It is conceded that the post-war national taxation 
burden will be tremendous. Inevitably, it appears to us, 

a substantial part of whatever sum it may be must continue 
to be raised from business taxes. But unless those taxes 
are on a basis of equality among the various competing 
segments of business, many companies will not be able to 
Survive in the fact of the tax-free competition of co- 
operative corporations and associations. 

"lle The only way to achieve equality is for all like 
competitive businesses to be taxed alike, so that no one 
may have an advantage over another. This calls for the 


imposition of Dominion income taxes and excess profits taxes 
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on the carnings of cooperative corporations and associations 
at the same rates as independent corporate businesses are 
taxed. And it calls for the imposition of these taxes 

on all earnings of the cooperatives and associations re- 
gardless of what earnings are Called, and for the imposition 
of these taxes immediately. 

"12. The Independent Dairy Companies respectfully. 
suggest that cooperative corporations and associations are 
engaged in the carrying on of a business or trade of a 
commercial character and their surplus or profits comes 
squarely within the definition of tincome' as defined in 
the Income War Tax Act, and their profits being derived 
from business should be taxed in the same way as the profits 
of other corporations under the provisions of the Income War 


Tax Act and Excess Profits Tax Act are taxed," 
@e@eneeoe50898eee2e#48st 


I think Mr. Shapley has prepared a sort of supplement 
which we thought might reduce to writing some short further 


notes that might make for greater clarity. 


The Commission adjourned until 2.15 p,. m. 
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The Commission resumed at 2.15 ps. 

MR. SHAPLEY: I have furnished the Commission’ with 
copies of a submission which my clients, as I understand, 
are prepared to make in further reference to this brief. 
May I read it? } 

THE CHAIRMAN: Yes. 

(Mr. Shapley read the memorandum. ) 

MR. SHAPLEY; In reference to the supplementary 
memorandum I think I should say that on the occasion I was 
first here, when Mr. Macdonald was giving the statement 
on behalf of the Canadian Manufacturers’ Association, he 
was asked, it appeared, whether there were any constructive 
sugeestions he could make to the Commission that would help 
it in its task. I then appreciated that the document that 
was before you called a brief was only a recital of the 
many things that had been said in many ways before this 
Commission, and so I told the committee that I thought, 
in all fairness to the Commission, it should advance something 
a7 the form of a suggestion which might be implemented by 
your report to meet the problem you have in hand. I think 
i should add that, as a matter: of fact, tHe signatories of 
the document called a brief have not all seen this. Jl only 
advance this as the thoughtful consideration of the commit- 
tee, who felt that they had the authority of the persons 
who had authorized the issuance of this document. I think 
tf should also say that I have here some written evidence 
of the committeets effort to get a cross-section of the 
views of persons in the business and to have them associate 
themselves with this brief. On looking at the form of 
letter that was signed, I find that the signatories to 
this document have only said that they are in favour of, 


and will support morally and financially, a brief urging 
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the removal of the existing discrimination in respect to 
taxation, to be presented by the independent dairy operators 
of Ontario to the Royal Commission on Co-operatives. These 
gentlemen,, not having seen this document, may think that 

I have gone far beyond what is there contemplated, and so 
f-just«’Leave it:with you, Mr. Chairman; in that way. 1 

am sorry the matter is not in better form. 

THE CHATRMAN: I think we understand the situation. 

MR. SHAPLEY: That is the situation on behalf of 
these gentlemen. 

THE CHATRMAN: Are there further questions? 

MR. PARKER: I do not think it is the type of document 
buat requires examination by me, Dub I smvens pik this to 
Poumeel ithe sees Lit lo Giscuss Tetror a moment, “have 
not had an opportunity of studying carefully the proposed 
concrete suggestions. They are at least concrete and to 
Boatiextent, L should think, they ere nNelprul. “But has 
he givem consideration to this: question:: Would it be possible 
to have a better definition: of the word "income" as given 
im oection 3 of the Gnoome Tax Aol) by endeavouring’ To set 
forth the elements that go to make up income? I put that 
to counsel because, among other things, it is a matter that 
has been running through my mind. 

MR. SHAPLEY:, I can only reply to my learned friend in 
this way. lL have no idea, for instance, what. this’ body will 
report in reference to this matter, but if it comes down 
to a recommendation I suggest that the Commission should 


report that, in its view, income should be defined along 


i 


shese lines,, and I venture to say that the law officers 


Cc 


would use appropriate language for the purpose. Have I 


answered your question, Mr. Parker? 
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MR. PARKER: I suppose that is as far as you can go; 
but the word income could be defined as being deemed to 
inelude A, B,.¢, D and solron. 

MR. SHAPLEY: If there is a recommendation to that 
end, I should think appropriate language would be used by 
the law officers who might havo to do with framing any 
suggested amenament. 

THE CHAIRMAN: These are merely suggestions for a 
definition? 

MR. SHAPLEY: Yes. I should add that some of the sig- 
natories of the document may believe that, in making any 
concessions to what we call the true cooperative, we have 
gone far beyond the point to which we should go. There 
wore certain of our body who said that if a band of men 
wished to trade cooperatively that was their business, 
but that if they traded cooperatively they should be bound 
by the same kind of tax legislation, whether they divided 
their surplus at the end of the year or not. 

G. MEREDITH HUYCKE, 
The Independent Dairy Companies, 


having been duly sworn 
testified as follows: 


BY MR. PARKER: 

Q. Perhaps you would give us the source of the figures 
set forth in the brief. There are approximately 326 indi- 
cated. A. That is the result of actual count. 

Q. How was the count taken? 

MR. SHAPLEY: I got a list of the cooperatives in 
Ontario and counted them. I got them for a former minister 


in the late Government who is associated with us in this 


matter. 
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BY MR. PARKER: 

Oe telah cooperatives do not file returns with the 
Government. Is that correct? As LT would expect that. 

Q. Can you tell us where you could get an official 
Liss of active cooperatives in any given time without 
taking a census? A, We could make available the list we 
had. 

Q. How was the list made up -- by someone tbouring 
the whole province? A. Lt would, bo my understanding that 
within the confines of our Provincial Government body the 
cooperatives are registercd and listed. 1 may be wrong. 

Gio > Ese thay the gource of these feos 0) tea not 
guestioning their reliability but I want to know ~t corey 
sre authentic. By the satic token, some such corporations 
are incorporated with ghare capital and some without and 
you have no knowledge how many there are of each? en NOs 

Q. And over one-third of such have been incorporated 
since the war began? Where do you get that information* 
oo Ate G 2s something Wwe could table with you, as to the 
times at which they were incorporated or registered. 

Q. What is the source of the snformation given here? 
Do) The woULG (ber MY understanding thee voy ale registered. 
sn the provincial pbuilding. That could be checked. 

ay Forty-five of such have been organized during the 
year 1944? A, The source of snformation for that would be 
the same, but we could check that and give it in writing. 

MR. HOWARD: Comparing the brief with the memorandum, 
there is one question that enters my mind. Is the deter- 
minant for exemption of patronage ‘dividends to be the faet 
that they are paid in cash, or that there is an obligation 
to pay them? It would seem to me from the body of the 


brief that the fact of payment is to the determinant, 
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whereas in the memorandum there is an elaborate reference 
LO the terms of the obligation to pay. Further, if payment 
is to be the basis of exemption, when. does payment have to 
be made in respect of a particular period? Those are two 
things I do not find it easy to reconcile as between the 
brief and the memorandum, 

WITNESS: With reference to your question, I am 
wondering if the answer would not be in Section ¢« ofr tie 
brief: ‘That the simple income tax exemptions which were 
Originally given. to farmers, fruit growers or like associa- 
tions, acting as selling agents for their members and 
returning all their earnings in cash......" 

MR, HOWARD: That is what puzzles me. If the deter- 
minant for the exemption is payment, why worry about the 
obligation? 

MR. SHAPLEY: The point is well taken and I have no 
Boubt a. note will bevmadeof) 1th, MlbymesmoNbeteeshs 10 
cannot be a colourable promise to pay in the sense of 
deferred certificates, 

THE CHATRMAN: That is what I understood in the state- 
ment of the, brict. 

MR. PARKER: Disbursed during the accounting period. 

We. SHAPLAY:. De-has te beseuceal obligation to be 
met within a reasonable time. 


WR. PARKER: Do you make a distinction between 


m! 


business done by selling agent and a profit made by buying 
and selling? 

MR. GHAPLEY: My thesis is that they must stick to 
their primary business. They cannot go and buy all sorts 
of things and sell to all sorts of people. The primary 
producer is part of the economic system and if he trades 


. 


with his members and disburses his avails at the end of 
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the year, or within a reasonable time after that, we 
have no objection to him. ‘Ve can compete with him. 

THE CHAIRMAN: That is strictly within 4 (5)? 

MR. SHAPLEY: Yes, if the Act were administered. 

MR. ARNASON: In the suggested definition you refer 
to the prohibition of the right to market products of 
non-members. 1 am wondering now far it was intended to go 
in that respect._ This illustration may not necessarily 
apply here, but 1 am thinking of the crcam Hea niroeen im One 
of the Western Provinces who ships a can of cream one hun- 
dred miles to a creamery. The creamery is obliged to take 
that cream regardless of whether the man 4g a member or not. 
T was wondering how you sntended to have that prohibition 
applied. Was st intended to imply that any business done 
with non-members constituted private business* 

WR. GHAPLEY: That is the primary idea. 

MR. ARNASON: I thought that was what you had reference 
COe 

THE CHAIRMAN: We should like to go at @reat length 
Fito CLs, PUT unfortunately time does not permit. 

MR. GHAPLEY: IL appreciate that, Mr. Chairman, and 
that is why I thought you would possibly accept that which 
was intended as morely a bricf. 

MR. HOWARD: You realize, Mr. Chairman, that the 
| demands upon your time are the very reason why some of 
us are not asking more questions? 

THe CHAIRMAN: I understand that. 

MR. VAUGHAN: This has been drawn up hurriedly, I 
realize. Gould it be accepted as a tentative recommend- 
ation, allowing this organization and Mr. Shapley to give 
the matter further study with a view to making any revision 


or amendment sn it which they may gaa Tite 
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THE CHATRMAN: . IT understand it to be a supplement 
to the brief submitted, containing suggestions made by 
your organization. 

MR. SHAPLEY; Yes, certainly. I would appreciate it 
if it could be arranged that I have time to ask the men 
concerned if they subscribe to this. What we were primarily 
concerned with was to get before this body a submission and 
to tell them we want equality of taxation. We prepared 
this hurriedly, but that is our thesis at the moment. 

MR. PsRKER: Lest there be a misunderstanding, what 
Mr. Vaughan had in mind was to accept this for what it is 
at the moment, with permission to Mr. Shapley and his 
associates to revise it and send in their views. after Tur- 
ther study. 

MR. VAUGHAN: Yes, and have it confirmed. 

MR. SHAPLEY: Yes; I would like to have it confirmed. 

THE CHAIRMAN: That is understood. 

WR. HOWARD: Will Mr. Shapley send a copy of it to 
counsel who are interested in it? 

WR. SHAPLEY: I shall be delighted. 

THE CHAIRMAN: And Mr. Francis. 

MR. CHAPLEY: Yes. 

MR. MILLIKEN: I have not seen a copy of the statement 
that was read, but in paragraph three of the brief there is 
something that bothers me. I want to be sure what is inten- 
Ged. Reference is made to “an obligation to pay to them 
the proceeds from the sales on the basis of quantity and 
quality, less necessary expenses", and then it sets out what 
the necessary expenses are. If they are under an obligation 


ssary expenses, how is it 


Oo 


to pay the proceeds less nec 


possible that they can have reserves get up apart from the 
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necessary expenses? That is the part I am not clear about. 
Do you see the point I am making? : 

MR. SHAPLEY: I am sorry, I don't. 

MR. MILLIKEN: You will see it in the third paragraph 
where you say: "provided such organizations market the 
products of the members or shareholders under an obligation 
to pay to them tho proceeds from the sales on the basis of 
quantity and quality less necessary expenses such as costs 
of goods, wages, depreciation, bad debts, interest on loans." 
That is their obligation. How can they possibly set up 
reserves in addition to that? You shen say paat “any 
reserves set up aS well as any present or future members’ 
or shareholderst.cquity should be deemed to be profits", 
and so on. If they are under an obligation to pay it all, 
are you suggesting that they might not pay it all at the 
time but hold part of it back? Is that your suggestion, sir® 

MR. SHAPLEY: My point is that if true cooperatives 
make their division after payment of expenses they will 
have no reserves; but if, on the other hand, they elect 
under part le of the Ontario Companies Act to set up a 
reserve as much as 20 per cent, then we think that is the 
time they ought to be taxed, because they are not true co- 
operatives. 

MR. MILLIKEN: Why do you put in “oresent or future 
mombers' or shareholders' equity"? 

MR. SHAPLEY: -I have read the case of the Minister of 
National Revenue against the Sagkatchewan Pool Company and 
they had commercial reserves ana elevator reserves that 
ran into millions of dollars. Tt does not occur to me that 
4¢4 is fair that they should have that capital, and if they 


can go and buy all these businesses why should that capital 
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be exompt from income tax? AS soon as you allow a reserve 
to be set up you open the door to the vices that seem to 
exist elsewhere. We have not had them in Ontario but we 
fear they may spread here if something ie mot done. They 


ie ES 


go and buy out a competitor, and it has been done in 


\ 


recent months; the cooperator has bought ,in open competition 

dairy business, and in that community they can trade as 
against the indcpendent with the advantage of this immunity. 
When that starts we say they are not true cooperatives. 

MR. MILLIKEN: I will not ask any more questions 
because later on I hope to point out the distinction which 
is brought out clearly in the Praser Valley Milk Producers! 
Association and Wheat Fool cases. IT do not see anything to 
be gained by it at the pres sent time. 


[ CUATHMAN: Thet concludes tie Grier. 
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ROBERT MAacbe DONALD , 


President, 
Ontario Credit Union League Limited, 


having been duly sworn 
testified as follows: 


BY MR. FRANCIS: 


C\ 


on There rose of two questions I wish to ask you, 


Mr. Macdonald. I under rstand you are Fres ident of the Ontario 


-+ © 


Credit Union League Limited: A. Yes. 


be Ou, Javea? the city of Toronto? ha (Bes 

Q@. You hold an executive position with the City of 
Tovonyo* Pes aa aes Lee 
And you have been Director of the League since 
1940*% A. Since 1940 or 1.941. tie year oF incorporation. 
Q I understand you have taken a great interest in 


eredit unions for a good many years? Ah. Yes. 
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Q. You are also Treasurer of the Municipal Employees’ 


Gredit. Unwon? fol. Les 


Q. (That comprises 


se Lae Rs 


employees at City Hall® A. im- 


ployees of the City of Toronto, with the exception of the 


Fire Department, who have their own. 


Q. How many membe 
the present time. 

Oa wilted is wil tne 
Treasurer; there are l, 


Q@. You have autho 


rs have’ you? Moy OAS Ase OO Oi ay 


Credit Union of which you are the 
OOO members? Lines. 


rity to present this Brler ry ey ies 


T have authority from the executive of the League. 


Q. Will you pleas 
"I. Introduction 


This brief is bein 


6 pead the brist. A. Te reads: 


g submitted by the Ontario; Cred 


Union League Limited on behalf of the credit unions of the 


Province of Ontario. There are ab present 220 credit 


Wwavons. in Onterio, 144 


of which are members or Eine On ter 20 


Credit Union League Limited. The remaining crecdit unions, 


fhoueh not members of t 


he League, are not making any sepa- 


rate presentation to the Commission, and most of them have 


requested the League to speak on their bvehalf. 


"TI. Incorporation of 


tne scene Fo 


Credit Unions in Ontario 


a 


Credit unions in Ontario are incorporated under a 


statute of the legislature known as The Credit Unions Act, 


1940, being chap. Tak 


the statutes of that year. It was 


amended by chap. 7 of the statutes of 1942 and chap. 15 


of the statutes of 1944: 


an earlier act. 


under which a nig 


The Credit Unions Act superseded 


The Co-operative Credit Societies Act, 


ew eredit unions were incorporated, 14 of 


ie ys 


which are atill in existence. 


"The Credit Unions Act provides that membership in a 


eredit union shall be 1 


‘4mited to persons having a common 


Ne 
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he 
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G-1] 2606 Mr. Macdonald 


bond of occupation or association, or to persons within 
a well-defined community (Sec.9). This divides credit 
unions in the Province into three distinct types: occupa- 
tlonal, associational and community. The occupational 
groups are the most numerous and gencrally speaking the 
largest. They are organized among persons having a common 
employment. The associational groups are usually organized 
among the members of a church or sometimes the members of 
a cooperative or other association. The largest credit 
BDO an Ontario, from the poinw ior Silew er fassets ) as im. 
Notre Dame Parish in Ottawa. Community credit unions are 
organized chiefly in the rural areas. 

"The capital of credit unions is divided into shares 
| having a.walue not exceeding $10 (Sec. 20).1) The uspal 


value is $5. Shares are withdrawable at will and the capi- 


. tal of a credit union may be decreased by the withdrawal 
of shares or increased by subscriptions for new shares’ or 
by the admission of new members (Sec. 21). In addition to 

; receiving money as payment for shares, a credit union may 

also. accept deposits from its members. 


"Sec, PB of the Act prohibits, aicrediwunion trom accep 


| ing deposits or lending money. to persons who are not members 


; 

? + 7 e * ° ° . ° 

‘ thereof. Because of this provision ¢@ eredit union 25 a. urue 
\ 

( mutual organization in which a number of persons group them- 


i 
f 
. 
; 


selves together to pool their resources and make loans to 
their own members. Accordingly, in point of law, a credit 
union has no income. 

"Soc, 27 of the Act compels a credit union to set 
aside 20 per cent of its surplus each year as a reserve 

, 
against uncolicctable loans and losses. After payment of 


operating expenses and provision for the reserve func, the 


romaining surplus is divided between the credit union 
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members as a dividend on shares and interest on their 
deposits. In many cases, a portion of the surplus is 
returned to borrowers as a patronage rebate of part of 
the interest paid by them on their loans. Although there 


1] HO Statutory limitation on the rete oF interest or divi-~ 


“j - A ae Zz Zw . 
dends, the rate seldom exceeds 5 per cent, and LY the san 


| ings are more than sufficient to pay this rave, &@ patron- 
age rebate of the excess is almost 11 ariably made to the 


borrowers. 

"Joc, 48 of The Credit Unions Act makes provision Tor 
the incorporation of a league of credit unions, and it ve 
under this section that the Ontario Credit Union League 
Limited has been incorporated. To date he eS De. OLY 
league incorporated in Ontario. The purpose of the League 
ig generally to promote the sntcrests of credit unions in 
the Province, as set out in Sec. AB Also yr at operates os 
a central credit union accepting as deposits and as payment 
for shares the idle money of any credit unions that are 
members of the League which wish to deposit such money with 
st.: Out of the money thus deposited loans are made to 
credit unions which temporarily have a loan demand in 

sxcess of their assets. 
Pili. reson. Situation As To Taxation 

“At the present time credit unions are exempt from 
the payment of income tax by virtue of Clause (q) of 
Sec, 4 of The Income War Tax Aet which exempts from the 
payment of tax the following:- 


'(q) The income of any banking institution 


organized under cooperative provineial legislation 


which dsrives its revenucs from loans made primarily 


to members residing within the territorial limits 


within the province to which the institution is 
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restricted for, the carrying on of its business. ' 

There may be some doubt as to whether this clause also 
exempts credit union leagues or federations. Generally 
speaking, they have not been assessed. 

“he provision of The Income War Tax Act which at the 
present time causes credit unions the greatest concern is 
Pet. av which requires any corporation paying dividends on 
shares to deduct 7 per cent of the dividend at the source 
and remit it to the Receiver General of Canada on account 
of the income tax payable by the recipient. In some cases 
Inspectors of Income Tax have insisted,on a strict. compliance 
with the section and in other cases they have not. Although 
eredit unions have a capital divided.into shares they are 
t+ ghares in the ordinary commercial sense of the term as 
no certificates are issued and the investment may be with- 
lrawn at will. If requested a credit union is obligated to 
refund the money paid on account of shares. Money paid in 
on shares is recorded in a pass book similar to an ordinary 
bank pass book which contains no indication of the number GE 
by the owner of the pass book, In order to 
determine the number of shares owned, it is necessary to 
divide the amount standing to the member's credit by the 
par value of cach share. When considered in this light it 
will be seen that credit union shares are more in the nature 
of a 'unit of saving! than shares in the ordinary sense. 

"Because the par value of credit union shares is so low 
and they are so widely distributed, credit unions. consider 
$t an undue hardship to be required to deduct 7 per cent of 
the @ividend at the source and make out the necessary Raine 
forms in quadruplicate cach year. A number of Income Tax 
Inspectors looking at the matter in this light have not 


snsisted on a strict compliance with the section although 
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in other cases they have. 
"TV. Submissions 

On behalf of credit unions in the Province of 
Ontario we wish to make the following submissions to the 
Cossmission:- 
That the exemption contained in the present 
Clause (q) of Sec. 4 be continued; 
(2) That words be added to Clause (q) making it 
clear that leagues and federations of credit unions are 


also exempt from tax; and 


—— ee eee Ne —EEee—e———EeEeeeereeeeeS 
— 
ee 


(3) That credit,.unions and credit union leagues 
and federations be exempt from complying with the pro- 


ver} 


TiSiDmeC Or, SCetthion 92 Tsub-=sec. (ly asso Cl yiGence on 


Wa Reasons: Tor Txemption From Tax 

In making the above submissions we base our claim for 
exemption from tax on the following grounds:- 

(1) Credit unions being true mutual societies 
cannot, in point of law, have any income and there- 
fore should not be subject to tax. In this respect 


they are in the same position as life insurance com- 


; panies or other mutual corporations, and even without 

4 the present clause (q) of Sec. 4 would not be subject 

y 

to tax. AS authority for this statement, reference may 
. be made to the cases of New York Life Insurance 


Company v. Styles (1898 A.C. 581; and Jones v. 


a ce eR 


we Wize 


South West Lancashire Coal Owners Association 
BOUDM West, bevCaothit ss So eS 


~ 


(1927) A.C. 887, which are cited at considerable 
length in the brief presented to this Commission 


by The Ontario Cooperative Union. 
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(f)° Credit unions: justify their claim,Tor 
exemption from taxation also on the grounds of 
their great social value to the community. Although 
not charitable organizations in a strict sense, they 
are something akin to chsritable organizations in that 
they operate among the Low income groups and wage 
earners, encouraging and counselling them in the 
habit of thrift in order that they may stand on their 
own fect financially. They provide in addition 
a source of credit at reasonable rates of interest 
to people who, because of the urcerbeumby ol. thelz 
income or the lack of security in the commercial 
sense, are usually unable to obtain credit« elec- 
where and who, if they do obtain credit elsewhere, 
sretapie: to do So onlyveat veryamien interest rates. 

(3) Credit unions are a practical device for 
the abolition of usury. For hundreds of years nearly 
every government worthy of the name has attempted 


by legislation to control or to limit the high 


Bako 


> 


rates of snterest charged by money lenders to people 


in needy circumstances for the use of money. In 
our own province we have the Ontario Money Lenders 
hat RS, O86 L987 wiCh e245) and ie Mency, Lenders 
Act (Dominion) R.S.0.C. 1927, Ch. 155. 

Those acts and many others have attempted 
to control interest rates on small loans, but 
generally speaking they have been ineffective 


because unless a source of credit at reasonable 


rates is provided, the borrower, if he needs the 
money badly enough, will pay the rate that ts de- 


manded of him. Credit unions, by supplying the 
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credit at reasonable rates where other insti- 
tutions have failed to do so, have for the first 
time provided an effective check on usurious moncy 
Tending. 

(4) Credit unions do not compete to any 
extent with any other business. The money that is 
saved in credit unions is deposited in small amounts 
of 25 cents or 50 cents at a time and often as low 
as 10 cents at a time, because credit unions empha- 
size the regularity of the savings rather than the 
amount, No other financial institution 1s able (vo 
accept profitably deposits of such small amounts. 
Similarly, the loans made by credit upione sare: for 
the most part made to persons who are not considered 
good risks by other lending institutions. Because 
6f this feature of “credit Uniow Cueravions they ao 
not compete with any other business institution. 

CS) /-Credis undone are operated almost entirely 
by voluntary help. Occasionally, if the credit. union 
is large and has substantial resources, the Treasurer 
receives a small honorarium for the work he does, 
and only one or two very large credit unions: are 
able to employ any full time personnel. All the 
directors, members of the credit committee, and 
the supervisory or audit committee serve gratuitously 
in order to provide credit union services for those 
that need it. It would be extremely unfair to tax 
the surplus of credit unions as income under these 
conditions. The officers could very well expeet 
to be paid for their work before the payment of 


any tax, and if so, there would be no surplus on 


which to base a tax. 
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(6) One of the main functions of a credit 
union is to build character, and this is done 
py teaching and encouraging a credit union member 
to handle his own money prudently and to use 
| credit only when it is advantageous for him to do 
| go. It is not a profit institution in any sense of 


| the word. As character building is something of 


| value to the local community and to the nation at 
large, it should be encouraged rather than discour- 
aged by unnecessary taxation. 


(7) Although credit unions should be exempt 


| from income tax, the income received by their members 
| from the operations of the credit union will not ne- 
| cessarily be tax exempt. It constitutes taxable 


‘ncoomé in the hands of the recipient and if the 
recipient is otherwise taxable, tax will be paid 
On ie. Creditbeunidns in? thishway yer inereasing 
the tax payable to the Government because, by 
accepting deposits in small amounts, they permit 
persons who would not otherwise be able to do so, 
to establish savings accounts on which they earn 
jnterest. Any interest received on such accounts 
$9 taxable if the person receiving it is otherwise 


taxable, and thus increases the revenue to the 


Government. 


(8) Leagues and federations of credit unions 


4 


should be exempt from taxation because they are 


merely supplementary to the operations 


sndividual credit union and necessary for their 


continued growth and expansion. 


"VI. Reasons for Exe 


Credit unions submit that they should be excluded from 
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the operation of Sec. 92 of The Income War Tax Act on 

the ground that compliance with that section imposes an 
unnecessary hardship on the credit union and does not result 
in any increase of ae to the Government. If the sec- 
Sion in its present form is complied with, every credit 
union each year must deduct 7 per cent of a dividend which 
probably amounts to only a few cents, and remit the same 
40 the Receiver General of Canada. It must then complete 
and file the usual 1.5 forms in quadruplicate and send a 
copy to each of its members. This procedure, if insisted 
upon, will result in a multiplicity of claims being made 
40 the Income Tax Department for. refudde or oriviing 
amounts because a large percentage of credit union members 
are chilcren and married women not in receipt of any other 
income and therefore not taxable. 

"Qn behalf of the credit unions of Ontario, we sSubmiv 
that credit unions should not be asked to comply with this 
section. If our submission is given effect to no Lose, oF 
revenue will result and a great deal of unnecessary work 
vill be avoided both for the credit unions concerned and 
for the Income Tax Department. The credit unions will not 
be required to complete a multiplicity of forms and the 
Income Tax Department in turn will avoid the cost and 
trouble of handling a multiplicity of claims for refunds 
of trifling amounts. 

WALL of which is respectfully submitted. 

Ontario Credit Union League Limited." 
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Q. dust two or.three questions to complete the sub- 
mission with respect to credit unions. You have mentioned 
that you are Treasurer of the Municipal Employees’ Union? 


“ Treasurer-manager. 
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Q@. With a thousand members? A. Yes. 
Q@ You have an intimate knowledge of the way in 
which one credit union works? A. Very intimate. 
Q. And this brief you have submitted is a general 
submission on behalf of all these credit unions? Ae Lees 
Q. How does it work in practice in your own union? 
For instance, in this large credit union I assume there is 
e considerable amount of work involved? Ay. ‘1 ee 
}. Does any individual get remuneration of any kind? 


A; No one gets any remuneration of any kind. It is enuire- 


{+ 


y voluntary. 


Q. For all this work in connection with the 1,000 


members? a. 6 6YSes. 


Q. What interest do you find the menbers take in the 


annual meetings and elections? A. Quite an active interest. 


=—4 
a) 


gconerally find ourselves with more nominations for office 
than wo have vacancies. 

Q. You are an executive of long standing. I would 
Like tol ask you this: Have you Had experience OL OL Lae 
you know anyshing about, the credit committee and other 
committees? A. Yes. I know semething of some of Gihe 
workings of that committees because they call me into consul- 
beau LOM « 

Q. What type of problems among the membership does 
it deal with? A. Almost everything of a financial nature. 
Q. Domestic matters also’? A. Yes; we have often had 
domestic matters to deal with. We have found some members 
to be in a position financially which suggested that probably 
the husband or maybe the wife was at fault, or perhaps both 
wore Slightly at fault. We call them into consultation 
with the credit committee for the purpose of analyzing the 


situation and endeavouring to discover its causes and to 
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remove the present situation and avoid a recurrence. 


( 


Q. Has there been a good deal of that? Ae DOT. 3 
good deal, but we have had cases. 

Q. I don’t want to suggest that there is a great 
deal of that in your particular union, but how successful 
have you been in dealing with any cases that have come 
Derlore you? A. Very successful, and that may be inferred 
particularly from the fact that once we have analyzed the 
causes of the financial situation and have been in touch 
with the creditors of our member, and taken care of his 
problems and shown him what in our opinion is requl red: 
‘there has been no subsequent application for a loan, and 
we take that as evidence of the fact that we have demon- 
strated and accomplished something. 

Q@. Have you made compromises on behalf of members* 
A. Yes, in one or two cases. 

Q. Were you an employce of the city of “Toronuo belrore 
the local credit union was formed? he’ Lessor over 
thirty years. 


QO. Will you give the Commission the opcnefit of your 


opinion as to whether or not this eredit union, with its mem- 
bership of 1,000, has encouraged chratt 2m Pactwsand 210% 
simply in theory. A On dofinitely it hag encouraged 
Suriios yee.eir. 
Q. What other effects if any has the operation of 
this credit union had among the 1,000 enployees? Bo UE 
have had it expressed to me by some of the lower-salaried 
employees that they now find themselves in possession of 
small savings accounts which they have not heretofore had, 
-nd I have always deemed that to be a happy expression of 
the success of She credit union. 

Q. You say you have been interested in the credit 


union movement for some years. How did you beconic 
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INverecsted in it? 


. 


in my reading of books with respect to economics -- not 


L. 1 think 1 ren across references 


ha 


that L have made any. serious study of it, but I have had 
cooks from the library which made references to different 
phases of economics and to the credit union movement, and 
particularly with respect to the movement in the province 
of Nova Scotia. I read e book, I believe, by Father Coady, 
and that awakened a very acute interest in me in connection 
with the credit union movement. 

Q@. Was it you who took the lead in forming the credit 
union? A. Yes. At that time I was President of the City 
Fiall Hmployees' Association. I had heardof certain circum- 
stances and I drew to the attention of the executive commit- 
tee certain information with respect to credit unions, what 
bhey are and how they opsrate, and T advised them that “it 


was my intention to suggest that we organize one in City 


BY MR. PARKER: 
©. <A few questions by way of clarification. “Wilt you 
please follow your brier. In the firsi Paragraph you tell 
Us that there are 220 credit. umions in Ontario au. the presen. 


time, Do they all file returns with the provinoial Gover -— 


ment? A, Whe provisions of the 2eu Teqmir vines. 


Q. Where did you get your statistics? A. That would 
be obtainéd from the Department. i1t is published an an 
annual report issued by the Minister and Inspector of Credit 
Unions. You will understand, first of all, that I did not 


wee bes Dred. 


o. You did not prepare the orier yourssii? Ke> IBS 
mo 


. Who prepared it’ A. There was.a committee of two 
and they submitted their thoughts in the matter and from that 


committee copies were sent to all members of the executive 
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committee, of whom I am one. There are seven members. 
T got into contact with five of the other six and they are 
all-in accord with the brief. 
Q. It is a sort of joint production by the committee? 
Q 


\. Iwas wondering about the source of the figures, 


where they came from, whether they were absolutely depend- 


MR. FRANCIS: We expected that 'the officials of the 
Provincial Government would have supplied the figures 
before we reached this stage. 

BY DR. PARI: 
» Assuming that they are correct, 144 arc ow members 
of your league? A. That has since anereased. 

Q. I am wondering why you stopped at 144, why they are 
not all in. What brings them in or leaves them out? A. Some 
people take a little longer to realize what is really good 
for them, but they will get around to tb) in due course. 

Q@. You have not had some who came in and later found 
that they would rather be out? By oVithave not heard) a2 
thing Sriicael in what, researc. 

Q. Is there any systematic attempt to get those who 
mere) tlt, GO. COME. Line A. Yes, | Dust scmit thaw we ores e 
1arize them as best we can. Thet depends on voluntary effort. 

Q. There is more or less an organized attempt to get 
others to join the league? Dae ue) ene. 


Q. And that goes on day by day? bi Vs Gi 


at eed MONG LA how many have requested the league to 


gpeak on their behalf? How did-they make that request? 
Did they come together or send you letters or how did you 


eet the majority opinion? A. Unless I misunderstood this 


. 7 | 
he Naty 


a * ae a - ee 
i es i 4 1 ¥ ; A \ re | oy : / 
#3; in ae a i : aa? ) 
Y a ve ( ‘ e 7 ig ave iv Ve ~ ip iw - B s 
Jane” 7 : 7 ¥ : Tay © iy > ely a 
i Ke ie j 7 ' pat a “i a5 4 tia : 
= ~ howe : ! ; . a 2 
. : 7 
j ey } ; Gy an ee 4 % . 5 
1 wo! - p, | > ‘ pe@ “y ang a y ag? 
7 _ 1A. 3 A bee é ag Veber 4 ap. | } 
Res ; 1 - a uf e 
' - i 7 > 
oa i 
- | - +. 
‘ 
| * y f » ‘ 7 
’ « ; ya 
4 2 i Wade ye 7 Patt 
a = 
a - 
+ - a¢ - Ve aus 
« , 
; {i ; ne f ry: re =, 
Pty : F . + EPG te 
ts ‘A 5 
i { 
; i ; i i 7 , I, ’= ows %) rs 
Y } ia wal ie bes 
4 . 
‘ 
4 4 
+ 
f 
i 
, f 
i 
as - 
¥ uy 
’ 
‘ 7 
- a ‘ * 
{ “ : : . 
eo + 
/ : 
4 i 
4 
| 
e 
os , 
iN, 
CO ‘ 
4 oa 
: - 
ny 
rT 
° 
\ ’ 
‘ a 
i 
i , 
‘ 
i 
‘ tae 
ty Je ’ - 
at 
' 
* 
i 
= . hae ' 
j 
ap . ia! 
uae 
{ 
>, 9 t 4 » oe 
. Cy reeeclnan ee ce 
us F 2 
' 
V4, 
A * 
ate P| . & . 
7 - - a | “ i 
i ; , Ay . . . . . =" 
i » seul . Mies Pas re ‘ * - 
rie Tait ' ¥ i A * “a hia ca res re Fp 
. . 
‘ A 
vy ; 
¥ y ¥ : 
a ‘«~ rf 
it > A oy ae : 
re mA a - fi J 
’ 
ff 
t 
iia 
vie % ; ay BF 
. ; a 


~2618- Mr. Macdonald 


first paragraph, most of those who are not members of 
the league, or some of those who are not members of the 
league have requested the league to speak on their behalf. 

Q. How did they request you? A. That would be by 
correspondence with our secretary. 

Q.- You have seen that correspondence? Pa Os 

Qe Who took the initiative? Did the league send 
letcers to non-league members inviting them to authorize 
you to speak for them, or did you go and ask them whether 
you should Speak for them? A. I am afraid I cannot answer 
that question. I did not write the brief, 

Q. You have shares. A member is a sharenolder, I 
take it? A. Yes. 

Q. Every member is a shareholder and every shareholder 
1s a member? A, \Yes, that tein, 

G. When you come to divide the surolus you divide it 
On three bases, as I understand. Some is elven .bacie UD 
your shareholders as shareholders in PPOPOr Gl Oneho «bite 
number of shares they hold? Ae. Le 

Q- Then another portion is divided among the same 
erOup aS Members, in what proportion? A. Not as Memnbe rei wise: 

Q. Still as. shareholders? A. Have you reference to 
the patronage rebate to the borrowers? 

Q- That-is what I am trying to find out, the amounts 
paid back. A. iivery member is a shareholder and every 
borrower must of necessity be a member, 

Q@- So that there are three categories -- shareholders, 
members and borrowers? ee ows 

Q. Not every member is a borrower but every borrower 
is a member? Ay » YEG. 


And every borrower is a shareholder? <A. Yes, 
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Qe Suppose you have 50 borrowers out of the 1,000 
members and you have a given sum of money to divide; how 
do you work it out -~+ in what proportions? Fs. | Seey OL 
Cine Uy OW Credis. unions 

ie | LOS A. dn my own credit. union our income Last 
year was approximately $3,500. 

Ge: That is “the amount you, Mad to divider Hey. NOt 
That is the amount of income. There were expenses, includ- 
ing heavy insurance premium of about $1,200, leaving an 


amount which we distributed. We paid 4 per cent dividend 


Q. That went to every member? i. Les. We had 
previously reduced the rate of interest and therefore we 
reduced the patrons! rebate this year. .We pald\ a o,per 
Gen pavurone* rebale. 

Q. What do you mean? A. We made a rebate of 5 per 
Gent Of the amount of interest paid by Ta Uaiista tree the 
member who paid interest. Each borrower received a return 
of 5 per cent of the amount le” paid) during the year in 
SO uereSs ts 

BY MR. ARNASON: 

GC.) Lt Asa. borrower retuney As, Yes Sir.) ARG Wwesguw 
450 into the educational fund. The residue was $46. In 
other words, we disposed of our entire income with the 
exception of $46. 

THE CHAIRMAN: What proportion of the funds in your 
ands is represented by deposit? 

WITNESS: We have share accounts deposited. In our 
, account we have $3,700, and in our share account 
850,500. We have total assets of $67,000. 

BY MR. PARKER? 


Q. Before you arrive at the amount you have to divide 
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your pay insurance premium. How does that work? Ay We 
pay on the basis of our financial statement at the end of 
each month, We pay insurance premium on outstanding loans, 
thus protecting the beneficiary of the member against 
having to settle the loan in the event of death. ee 
member dies leaving an outstanding loan the estate is 
not liable for payment of that balance. 

Q. In any case -- whether he is competent to pay or 
not? A. The only limit is with respect to age. After 


the iage: of 60 or 65 there would be no insurance. 


ge) 
“~ 
e 


T.am a little mixed (on that.))) You pay $2,200 on 
what? What insurance do you gé6t? A. That was the total 
expense for the operations of a year. We have two pPolLreres; 

Owe Bx plain tiem, As (One ipolier DT ipred to) oupline 
is the loan insurance. 

0. «Lt is. insurance that your moans will be repaid? 
A. No. If I borrow money from my credit union, my union 
insures the amount of my loan. I repay it and it is reduced 
and finally there is no coverage. Bub if 4 showin: Vorrow 
e500, andiait I died) the daywafter T got it, my widow would 
not be required to pay the $300; my credit union would be 
reimbursed by the insurance company. That is one policy. 
The second policy we carry is life savings insurance. jit 2 
member has $100 in share account and dies, his widow 
receives $100 plus insurance of a like amount. 


Q) 


~ 


. Tt dsve speciesi Of Liter insurances Aires 
whetodie Lo; Vos: gprs 

Q. How does that tie. into the gencral principles of 
credit unions lending to or assisting needy borrowers, 
helping them to get small sums of money at a low rate of 


interest? At first blush it would seem to be a different 
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type of business altogether. Perhaps it is not. 

A. Credit unions are not exclusively lending agencies. 

We say that our first purpose is to encourage thrift. 

If we eecomplish that there will be no need for the borrow- 
ing of money. One of the inducements to save is the fact 
that for cach dollar saved there is a dollar insurance pro- 
vided. True enough, it comes out of our earnings. 

Q®. If you are going into the life ansurance business 
evon on a small scale, are you not competing with the 
ordinary joint stock company? A. No. We are not the 
LaSsurer. 

Q. You use your funds to g@t somebody else to be the 
sjnsurer. Is that necessary, in your opinion, as part of 
a successful credit union? Could you not get along without 
that? A. As a matter of fact, nothing accrues to the 
benefit of the credit union from the life savings pol eK. 
all the benefit accrues to the estate. 

Q@, Could not credit unions operate successfully and 
fulfill the primary purpose for which, I suggest, they came 
into existence, namely to provide loans without doing that* 
A. I do not admit that that is the primary purpose. [I 
think our pvime purpose is ita te. 

Q. I thought it was to provide loans? A. No sir. 

0. That is only secondary? A. Yes. 

BY MR. NADEAU: 

Go, Wiosars yourwiite insiurerss A. A cooperative 
company. it is a subsidiary of the Credit Union National 
Association, which is referred to as CUNA. 

Q An American firm? A. Yes; it is an American 


firm, but CUNA 45 actually international because we are 
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No one may have a policy with CUNA mutual society unless 

he or she is a member of a credit union, and the other 

type of insurance is available only to credit unions. That 
6 00b Loans. 

Q. Do you know where the head office of CUNA is? 
fe) 16s, 2m Madison, Wiscongin:. 

BY MR. PARKER: 

Q. Will you. look at. page three or Uhe Drier, abouy 
the middie of the page. Apparently there is some difference 
between; the different income tax districts as to who is 
exempt and who is not: “In some cases inspectors of income 
tax heve insisted on a strict compliance with the section 
and in Jouher cases they have not.” Then agein you aay; 

"A number of income tax inspectors looking at the matter in 
this light have not insisted on a strict compliance with 
the section although in other cases they have." What dis- 
tricts are there? What districts insist that you comply and 
which advise you more or less not to comply? Pesce) LEGS bs Oe 
all, nothing of an official nature Mas been called to my 
attention as President of the League, nor have I knowledge 
of any credit union having officially brought the matter Go 
the attention of the League, but I have been advised of 

one or two credit unions who have been required to make the 
deduction. I do not know whether that reference is accept- 
able. 

Q. Perhaps you put it a little stronger than you 
sntended. Ferhaps you mean that some credit unions do 
comply with it strictly and some do not, and those that do 


not have not yet been checked up? A. Probably the reverse 


Q. I do not want you to make statements about the 
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inspectors unless you know what you are talking aboute 

MR. FRANCIS: We have evidence available on that 
point. 

MR. PARKER: If this witness has knowledge I will 
Voke His eccount Of )25. 

WITNESS: I have no knowledge officially. 

BY MR. PARKER: 

Q. I take it from your brief that, from the nature 
of your business, you do not rely on Section 4: Vo) oe 
exempt from taxation. You do not have any income? 

Ay Weare so advised by our legal edyiser, sir. 

Qs Are “you in &@ position to. sbate as a practical 
matter that in seeking amendments to the Income Tax Act 
in order to clarify everything that is not now clear you 
would be willing to have section 4 (q) withdrawn and rely 
on the fact that you make no income? A. I would have to 
seek further legal advice on that matter. 

Q. You have not given that sufficient consideration? 
A, I don't think I am competent to fomm an opinion as Gc 
what the law means. 

Q. You use the expression, relating to loans, that they 
provide an additional source of credit at reasonable rates 
of interest, and you talk about usury. “What raves cliiaee,— 
eau C0 Vou charges: A, The maximum 1s. one pér cent per 
month. 

Q. What is the charge? A. Some credit unions are 
one-half of one per cent, some three quarters; my own is 
three-quarters of one per cent per month. 

Q. What would that be in terms per annum? A. Three- 
quarters of one per cent is nine per cent. 

@. Is it the same thing? A. As we charge, it would 


be. We do not discount our charges. 
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Q. Assuming you are right, do you think 9 per cent 
is a reasonable rate of interest? A. Yes sir, having 
regard to the fact that we return a part Of VHA 10, paALron= 
age rebate and also pay for insurance. 

Q. Why charge it in the Tiret place” AY  Povrpre vids 
for the member something he has not provided for himself. 
He probably would not insure the loan, neither will he 
insure his life savings, and we do that for him to protect 
his estate against the consequences of the reverse procedure. 

Q. On page five in paragraph 4 you say: iro: Oo ole 
financial institution is able to accept profitably deposits 
of such small amounts.” Does the credit union accept them 
on a profitable basis? A, No, but we have no overhead. 
When I say no overhead, that is comparatively speaking. Phe 
commercial company with its overhead could not possibly hope 
to succeed with such small deposits. 

O. oft oiey Gla; nothing clse that would be correct, 
but if that is tied on to another and bigger business with 
many departments is it not true that some of the bigger finan- 
cial. institutions are lending money fo. Small borrowers” Lor 
less than 9 per cent? A. If they are primarily lending 
agencies and depend on ten and twenty-five cent deposits, 
they will not lend much money. We are primarily a jg aoe a 
organization. 

oe ee. TUS VO Oe knowledge that many financial 
snstitutions are making so-called loans for less than 9 per 
sent at the present time and have been for several years? 
Have you any knowledge of that? A. That might be true with 
the type of collateral that this member hasn't got. 

Q. Have you knowledge at all of so-called small loans 


made by other ‘nstitutions apart from credit unions? 
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A, I know of no organization making loans without security 
at a lower rate of interest than 9 per cent to the type of 
borrower represented by some credit union members. 

Q. But are there not many members of credit unions 
who are far from the needy class -- reasonably? Biel piLeS's 

Q. Have you not hundreds of them right in your union? 
A, | Yes, but, we spoke of ‘three types of credit unions; 
occupational, associational and community. 

®, ol em talking about yours a6 en cxemple. he Pie 


that event LI must admit that. some. of our members can, borrow 


money at less than 9 per cent provided they advance the 


necessary collateral. Perhaps some are in a position to do 

Oiir0ne obher question, \.0nsthet same page, ua pare 
graph 6, you say: "One of the main functions of a credit 
union is to build character.” I thought the main function 
wags to provide loans, and you have said your main function 
was to encourage thrift? Ae LSE. 

Ow. And» one of, .the,other Main, 2uncupoue. you ueay, is 
bo build character. What do you mean by that? How does a 
credit union build character? If that is its main function, 
tell us how that. end is attained. Ay. LG Tepetiasneder. 
aiding a member to see what is required for the efficient 
management of his own financial affairs, something which 
he has not eccomplished until he is made to realize what the 
credit union tries to encourage. We embellish a man's 
character if we show him how to keep out of debt and save 
money. 

Q. That is a good word you use there. Do you not 
thinkthere is a little embellishment of credit unions in 


your description of them here? <A. No sir. 


~ 
, ' S 
* Fig < 
’ ‘ 
a 
. ast - 
A= e , 
< silos * “ F 
* F 1 rs 
t 3 wy 
“t : 
‘ Far. £ 
a => 2 ee. 
S ry 7 
2 rs Ne st 
art 


a 


ou 


7 . 
ii] 
rae aeny 
raf 


tak OD me oy eee Mr. Macdonald 


BY MR. ARNASON: 

Qa Is it within your knowledge, in so far as the 
operations of VOU credit unaohware concerned, that, some 
loans have been made to your members to enable them to pay 
off loans which have been borrowed at considerably higher 
rates? That question was prompted by your reference to 
certain types of lending institutions. A, , Ins answer (is 
very definite. Yes; we have been required to take care of 
matters of that sort in order to avoid garnishees. 

Q. Were those rates considerably higher than those 
charged by you? Ay Yes sir...) Those: mates have, been tlie 
maximum permitted under the Small Loans Act. 

@ One other question. Is it your observation that 
one of the reasons why small investors tend to build up 
savings in an institution like yours is their belief that 
ff 28 to their advantage to do solinasmucn, oe) (peitecia ry. 
Savings constitute the first security tory a: loan inp gase) or 
need. A. Yes sir. That is true, and I can say that we 

have many members who borrow from our credit union: at a rate 
of 9 per cent or three-quarters of ~one per Cent anmonunl, 
They borrow from us an amount in some cases considerably 
less than the amount of their savings, so that the answer 
tO your question, sir, would. be that they. Goxseave,.amene 
pier Sento ies ace that they may have security for 
loans. 
Q. What is. your opinion \régardinge the imibucige rcs 
your life savings.insurance plan on the accumulation of 
Savings? Does it encourage the member to build up his 
savings? A. Very definitely it does. 

BY MR. VAUGHAN: 


Q. On page two of your brief you say: “Section 28 
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of the Act prohibits a credit union from accepting deposits 


or lending money to persons who are not members thereof.” 


Will you tell us how people become established as members? 

A. Yes. They make a written application which is approved 
by a director and finally arproved by the board of directors. 
Following that the individual becomcs a member when he pays 
his entrance fee, if any, and makes his first payment on 
account of his savings, his share. 

Q. What is it that leads up to the making of that appli- 
cation’ A. There might be any number of reasons. He may 
have heard from a man working next to him who is a member, 
or he may have seen some of the Literature we distribute, 
which may have been brought to his attention. 

Q. Is there a possibility that a man might become a 
member just prior to the time of asking for a Loan? i rboes 
one have to be a member for a certain period of time betore 
being granted a loan? A. Thet rests with the individual 
epeditvunions. ~Invour carly days ave required them to be 
members for at least thirty days, but we decided that that 
was not very good because there are circumstances over which 
ene has no control -= sudden illness or accident for example. 
Aman finds himself faced with the necessity of putting his 
wife in the: hospital and making a first payment and pa imeras 
not a wealthy man he must turn somewhere to get money imme- 

Q. The point is‘this. It may be that these members 
just apply because they intend in a very short time to ask 
for a loan. A. .That might possible. be true, sir. 
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Then, in your opinion, does it constitute true 
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Qe 
nembership if a man knows that he wants a loan and he 


comes and makes application to become a member with the inten- 
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-2628- Mr. ie odtbnale 
tion of asking for a loan immediately? Awe pnere, are 
certain reasons for the termination of membership in my 
own credit union. I can mention two. One is withdrawing 
from the service, whicn avtomatically precludes a man 
from continuing membership, and secondly if men have her t 
the service temporarily to go on active service. Those 
sre two reasons for withdrawal of membership. 

Q. The section says that the Lending..of money;isdone 
only to persons who are members? Avg nL OSs 
oO.  Rhae 26 correct? Ase LES 
Q. You have quite a surplus. Mr. Parker asked you 
how much you had outside deposits and you said $60,000? 
wZlolThes isvnot\ surplus. 

Oo, PowWeb Len ack A. That ig the amount of money saved 
by our members which we use for the purpose of lending to 
other members. 

Q. I mean the funds you have on hand. Are those funds 
allioaned to members? A. No; $42,000 of the $67,000 is 
lent ‘to members. 

Q. What happens to the balance? Novy Wee haven pus 
15,000 in Victory Bonds. 

O20 Does that follow what is stated here, that the 
business is all done with members? A. Yes sir. ‘Therev’is 
permission in the statute to invest in certain types of 
security. 

oe, That may be 60°, but does that accord with what is 
stated here, that the business must be all done with members? 
a Yes, inevmoney invest is money belonging to our 
members. 

Q. Yes. It belongs to them, but the money received 


by members i3 not loaned out to other members; part is 
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invested in pees of one kind or anotHer. Is that 
in accord with the prinéiple of mutuelity? A. We submit 
that it is, and we regret exceedingly at any time that we 
must tum to investment for the use of our money. 

Q. I simply read the statement made here, that the 
business had to be with members. A. I did not assume 
that you were thinking in terms of Loaning to the Government 


when we bought victory bonds. We were using capital which 


for the time being was inactive, the savings of our members. 
Q. What happens to the interest on victory bonds? 
A. Our entire income after meeting expenses and the trans- 
Pevrine OL eo) Der cent to the guarantee fund was disbursed 
with the exception of $46. It was disbursed to our members 
in one, form or another. 
Q. And that disbursement was tax-free? As Yess 
Q@. if they owned the victo., bonds themselves they 
would have to pay taxes on the interest? RON ee years 
Gaxaplée they Will pay interest when they receive. 1) tromous. 
Oe When will they “receiver ic iP you keep itn reserve’? 
A, We don't keep it in reserve. Our income after meeting 
expenses and meeting the requirements of the Act with respect 
to the guarantee fund is disbursed to the members. 
@. And that is taxable in the hends of the mombere*. 
Ae YOS. 
». You made quite a point of life insurance premiums. 
Where does the money come from that pays the premium? 
AS Our: income from loans or from investment? 
Q. If you paid interest on those investments to one 
of your members that member would have first to pay income 
tax before he could buy that insurance. In this case it is 


done within your organization? A, ‘Phat Le nop quate 
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clear to me; I am sorry. 

Q. You say that this represents earnings of your 
customers, your depositors! money? fen LES. 

Q.. If the interest on that money were paid directly 
to your depositors or members there would be income tax 
on the receipt of that, but doing it this way the money is 
used to buy life insurance without paying income tax? 
ee tea 2s COrrecn. 

Q. You say that the work of the credit union is done 
largely without salary? A. Yes, entirely so in the case 
of my own credit union. 

Q. Take the credit unions in the Ceounurys where are 
tney located? A. They are located, some of them, in 
communities, some in parishes throughout the country, and 
when you get into the cities you find. cocina vie. ta ree 
centres of employment. 

Q. There are quite a humber of them in cooperative 
places, stores and places of that kind’ A. I would imagine 
we would find one in each cooperative but you find them in 
a great many other centres of employment. 

Q@. There is one in each cooperative? Ae pet ere 
assumption on my part. 


Q. Who pays the salary in that ease? Ai RO WOE 


C7 Mieeee ery -or the person who looks after the work 
when the credit union is in a cooperative office? fg es 


can be accepted, I think, that in most credit unions there 
is no payment made to anyone at all. 

Q. Perhaps not directly to the credit union, put is 
not the person who does the work paid by the cooperative 
sf the office of the credit vnion is in the place of 


business of the cooperative? A. Yes. But credit union 


work is done after hours, not during business hours, if 
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x unders tand the question correctly. 

Qs Do you mean that your deposits are taken after 
business hours? Aa 1884 

Q. And loans are made after business hours? AS 1. OS. 
With the exception of certain private places of business the 
employer has seen what he thinks is the great advantage in 
the credit union movement nd has provided time, space and 
facilities for the operation of the credit union during 
business hours. My own credit union operates after business 
hours. 

Q. I am referring in a more general way to credit 
Unions located in the country. You say that space and 
facilities are given the credit union in cooperative offices? 
Pw ean eres Lacvories: Ghab’ ts crue. 

Q. In these cases, do the people who want loans do 


pus 


™ 

4 
> 
Oo 
C2 
Ww 


outside business hours? hy Gomer not. erawer 
that. I only know that time and space are provided during 
business hours in some cases. 

Q, tf time and space are provided would they be lert 
unused? ROUT doubt it. 

Q@. Then there must be somebody there to-serve the 
people who come in? A. Yee. Uhetiils made pos siblonay 
some.-employers. 

Q. Iam talking about places in the cooperative now. 


A.’ I dontt know of any such provision in a cooperative. 


1t may be that is true, but it Ras Mever’ come TOlmy salva 


@. You don't know of cases where there is space pro- 
vided in a cooperative? ~A. No, I don't know of any. It 
might well be that there are such provisions. 


Q. I thought you said a while ago that in nearly 
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every cooperative provision was made for a credit union? 
A. I an sorry if I did not express myself properly. 

I thought that in each cooperative one would find a credit 
UnLOns | 

Q. What does that mean -- a credit union in the 
place of that business? A. We find credit unions in 
places of business and in other places also. 

Q. You say there are places of business where you 
will find them. If they are in places of business some- 
body must be there to attend to the taxpayers when they 
come wie +A, Veo, 

Q. And if it is in a cooperative office, who are the 
people that do that work? Are they not employees of the co- 
overative®? © A. Do you Mean employees of the credit union? 

Ge UL Che cooperative... Li ovou ee a /Orecit, Union 


office in a cooperative and the wages are not paid by the 


credit union, you say, and if there is service given there 
the wages must be paid by the cooperative. Are they not? 

A. I am afraid I don't understand that very well. We would 
have, 2 crodit Union in a factory but “the factory is mot ¢o- 
operative. 


O Lam referring to 4 credit union ain ia Cocherarive, 
A.’ I know that there are credit unions in cooperatives and 
I would not be surprised if there were credit unions in 
all cooperatives. What provision is made for the operation 
of credit unions. generally I cannot say, but I do know that 
in some factories the employer has made it possible for the 
credit union to function by providing space and fai iatics 
for operation. What happens in a cooperative I do not know. 


Q@. You do not know whether wages are paid or not? 


A. I know that in most credit unions no wages are paid. 
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Q, By the credit union? A. If there were wages 
paid we would not be able to pay a dividend or make a 
patronage rebate. 

oO. Lt do nob get that point. If there isa credit 
union in a cooperative place of business, and you say 
there are no wages paid by the credit union, who pays the 


wages of the person doing the work? Awe He Us. Cogn e735 


8) 


WOLUitaraivy. it is YOLUMGarY contribution: on his part. 
Oo. Are you sure: 1t is not am enolovyee of the 
cooperative that comes in and serves customers? Aiea SOW 
Geom Credit union 1S a unit. Dy Ttselid.. 
Gs Ate you sure of that porn? Aw Very defini teby, 
@. The wages are not paid by the: cooperative where 


the credit union is in a. cooperative place. of, business? 


A Ll would be very much surprised, to learn that. wages 


ay) 
W 
> 
D 


Paid out of credit union earnings The income of a 
credit union does not permit of the payment of wages with 
the exception of one or two large cases. 

THRE CHATRMAN: Is there any necessary connection 
between a credit union and a cooperative? 

WITNESS: No Sir; none whatsoever. 

BY MR. PARKER: 

Q. Perhaps Commissioner Vaughan and you are not talk- 
ing about the same thing. When you say that you would 
expect to find a credit union in every cooperative, what 
you mean is that the employees of each cooperative would 
form themselves into a credit union? Puchi Gio 

Q. It does not necessarily mean that there is a 
credit union in the store or on the premises? Ah (MGs 

Q. It is the same personnel but not necessarily the 


same place of business or staff that operates it? 
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an Would credit unions find it easier to furnish 
the tax officials with a list of names and amounts paid 
in dividends to each individual rather than to make the 
7 ver cent deduction as some are required to do now’ 
As es. Thet is purely the mechanics Of Mutsy) ands haw 
would be much simpler. 

BY MR. ARNASON: 

Q. Would you care to give information about the 

ipestratio of your’ ¢redit unten =~ Ghats tise viel you nave 


had losses? Ae We heave had 16 losses whatsoever. 


is 


Q@. Is that generally vrue of Ontario credit unions? 
A. In the last report put out by the Minister the loss 
ratio was something like -- may I take time to get it? 

MR. FRANCIS: Bad debts charged during the year to- 
talled $92.67. They were less than 5/1000 of 5 per cent. 

BY MR. ARNASON: 

Q. What is the reason for that exceptionally low 
Loss taarro? Bo a AL Peel cr Ora i what has been said 
sn the brief with reference to the building of character. 
Gnas Heise Da. selection of membership? Aa eee 

WR. PARKIR: That completes the Off beta bbls s OF 
oriefs for Toronto, with this exception. You will remember, 
Nr, Chairman, that the first day the name of Professor 
Macgregor was mentioned in connection with some information 
siven by the Canadian Manufacturers' Association.. A 
supplementary statement was prepared and IL understand he 
4s here. I have no questions to ask. In the meantime the 
statement originally filed has been slightly amended. 


Perhaps we can put the amended. sheet in* 
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MR. A.C. THOMPSON:- I have already filed a correc- 
tion on page six. I might say it was due entirely to an 
error in multiplication and it threw out the whole example. 


We had to revise it, but the principle was not altered in 


any way. 1 have new appendices with corrections right through. 


I worded this appendix and it was on the advice of our com~ 
mittee that I obtained counsel from an cconomist expert in 
public finance. His material and figures were quite a bit 
different from what I prepared so I rewrote the whole matter 
and again submitted it to this expert who has been named, 
but who did not wish to be named -- I refer to Professor 
Macgregor. It is our appendix based on his tables and 
statements. It is our writing and nou sus, and yilvple weal ly 
our submission. 1 wish to make that clear because he did 
not write the appendix but furnished the material on which 
Pe etased. «17 ou wish to ask caestions it may be that 

T can answer them without calling on Professor Macgregor. 


wish to make 


= 


MR. FRANCIS: As far.as I am concerned, 
it perfectly clear that I do not want to cause inconvenience 
to Professor Macgregor. But I am representing a large number 
of cooperatives, I have received a copy of this submission , 

T have taken advice on it, and we cannot understand it and 
cannot see the relevancy to the terms of reference. I would 
like to have certain’ things in it explained and. L would. also 
like to be told in what way it relates to the terms of reter- 
ence. 1 say that because we do not think At is "a.go0d thine 
to have a submission that does not seem to relate to the 


terms of reference and is not understandable. 


MR. PARKER: If we excluded everything that was not 


relevant to the terms of reference the record would be a 
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great deal shorter than it is now. I am inclined to think 
that the statement is quite irrelevant, and I must say 
Bay it.Le Bittioult. forme to understand ib. . 

THE CHATRMAN: I have spoken to Professor Elliott 
and I do not think it is relevant to the inguiry. 

MR. THOMPSON: We have mentioned double taxation and 


our submission is directed to the effect on public revenues 


) 


if the double tax were taken off. That is the only rele- 
vancy it has. 

THE CHALRMAN: It can be left with us and if it is 
relevant its relevancy will appear as we read it. 

MR. PARKER: Mr. Grosch has sent along two briefs 
which apparently were not ready to be dealt with in Regina 
and he has asked that they be dealt with here. They are 
lengthy. One deals with the independent poultry and egg 
dealers and the other with the independent hatcheries. 
shere are two methods by which these briefs can be disposed 
of. One would be to have them read and the other would be 
to defer them to some future date and some other place. If 
Mr. Grosch cares to do so, he can present them and have them 
taken as read and added to the list so that they may be 
given proper consideration when the Commission gets down to 
a study of the submissions that have been made. 

THE CHATRMAN: It is rather late in the day to open 
briefs in the usual way. 

MR. GROSCH: One brief covers 18 pages and has much 
material in it relative to the dairy brief. The other 
brief is six pages and the reading of it would not take 
long. 

MR. PARKER: If the peas is read without any comment 
we are no further ahead than we would be if it were simply 


laid on the table. 
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THE CHATRMAN: Perhaps Mr. Grosch wants the assurance 
that we will read it. 

MR. PARKER: I am not trying to make it difficult for 
my learned friend, but these briefs should have been before 
the Commission in Regina. 

THE CHATRMAN: I do not think we shall be any further 
ahead by having these briefs read now without comment. 
Meyican be read later ons. De you-not think, Mr. Groseh, 
it would be wise to leave the briefs with us and let us 
read them? 

MR. GROSCH: -Unless they are read at Ottawa. The 


reason these briefs were not in earlier is this. The 


> 


poultrymen got together in convention, and it is only when 
toey get together that they consider these matters. They 
had a convention and, having discussed the matter, they 
decided that they would like to ...bmit a brief. ‘The only 
alternative would be to ask your Commission, Mr. Chairman, 
to defer the reading of them until you meet in Ottawa. 

MR. FRANCIS: May I speak to this matter. T represent 


the cooperative union in the province where these briefs 


come from and it is difficult to be properly instructed on 


matters that may go out in the press if the briefs are 


read here. I understood they were to be ready in Regina. 
I have mot put myself in a position to cross-examine in 
Toronto. later on. could be instructed. 

THE CHATRMAN: We do not wish to drag Mr. Grosch 
around the country with two bricfs waiting to be submitted. 
That is not convenient to him and I do not think, on the 
other hand, that it is of much advantage to us to have 
them read now, unless they are discussed, and that would 


carry us far beyond our time. We might be able to deal 
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with tuem in Ottawa, where they could be read and discussed 
in the usual manner. Certainly, however, we could not do 
jasvics to them at this late hour.  1t.is after four o'clock, 

MR. GROSCH:; I have received specific instructions 
from my clients to present these briefs to the Commission. 

THE CHATRMAN: The trouble with that is that we have 
a Sturact rule that if briefs are not regularly before the 
Commission -- and that unfortunately is the case here -- 
they must take their chance in the order in which they come, 
That means that these briefs will go to Ottawa and we may 
hope Go dispose of them there. We cannot possibly dispose 
of them now, however. I think that also is the view of my 
colleagues. . 

Mr. GROSCH: Is that. the ruling) or the Commission? 

THE CHATRMAN: Yes. 

MR. GROSCH: Could I be advizsd as to the probability 
of their being heard in Ottawa? 

THE CHATRMAN: We will make an opportunity for the 


> 


presentation of the briefs in Ottawa. I hope we shall have 
time for it, but we shall know more about that tomorrow 
morning when we are in Ottawa and are fully aware of the 
Situation then. 

MR. GROSCH: And in the meantime the briefs are 
received and will be considered? 

THE CHATRMAN: Yes. We will try to give you an oppor- 


tunity of being heard in Ottawa. 


The Commission thereupon adjourned to meet in Ottawa 
on Friday, February 16, 19465. 
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